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I 

INTRODJUCTORY: ON IDEOLOGY 


Around the question of the so-called ‘ideological’ clement in 
economic theory (as of social theory in general) there has been 
in recent times increasing debate. In entering this de]^ate at 
this stage it would be tedious to start by embarking on a gen- 
ealogy and a quest for unique and precise definition of the term. 
On this let it suffice for the moment to say that, while the con- 
cept bears a close relationship to the Hegelian ‘false conscious- 
ness ’ that serves to obstruct man’s vision of himself and of his 
conditions of existence, it is not to be taken as synonymous 
therev/ith, still less as referring exclusively to the delusive 
clement in thought (as some have indeed used it). Its central 
reference, undoubtedly, is to the historically-relative character 
of ideas, whether this be regarded as no more than an element 
or aspect of them or as characterising them in their entirety. 
But such historical relativity may embrace both insight and 
partiality.* and this perhaps from the very nature of the situ- 
ation, in a way that defies any complete analytical separation. 
It will be this reference, at any rate, that we shall have prin- 
cipally in mind in what follows. Perhaps it is unnecessary to 
add, further, that when the word, ‘ideology*, is used, this must 
necessarily refer to a whole system of thought, or coordinated set 
of beliefs and ideas, which form a framework, or higher-level 
group of related concepts, for more specific and particular 
notions, analyses, applications and conclusions. As such it will 
generally be related to certain activities and policies, but not 
necessarily in any simple and obvious or direct manner; and to 

Cf. Oskar ^ange, Political Economy, Eng. cd. (Warsaw and London, 1963) 
Vol. I, pp. 327-30. In a ‘Not*' on ideology and tendencies in economic research’, 
International Social Sciences Journal (UNESCO), Vol. xvi, No. 4, 1^4, p. 525, 
Oskar Lange wrote: “Ideological influences do not always lead to the apologetic 
degeneration of social science. Under certain conditions they n^ay be a stimulus 
of true objective research.” 
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those who conduct discussion at the higher (or more general) 
level the relation may not always be fully conscious, still less 
explicit. At its most general an ideology <y)nstitutes or implies 
a philosophical standpoint, iR our present context a social 
philosophy, provided that thi^is not given too formal or 
methodological a connotation. 

,In the field of political economy or economic theory, the role 
of ideology (and by implication its definition) has been treated 
in various ways. First, it has been contrasted with the scientific 
core of the subject, by implication being regarded as the inter- 
mixture or accretion of ethical postulates and so-called ‘value 
judgements’. Thus it is an alien element in what should be 
designed as an objective and ‘positive’ enquiry, which although 
inevitably encroaching upon most people’s thinking about 
practical affairs, deserves to be purged by more rigorous 
analysis and precise definition. Thus the proposition that on a 
competitive market factors of production are priced according 
to their marginal or incremental productivity is sometimes con- 
trasted with the statement that people ought to be rewarded 
according^ to their contributions to production, and the latter 
abjured as an unscientific intrusion; or again theories about 
how income-distribution is in fact determined are contrasted 
with postulates about what income-distribution ideally should 
be. Sometimes, whihe this contrast between an ideological and 
scientific element in a theory or doctrine is preserved, the 
boundaries of the former are more widely drawn to include 
other classes of statement than purely ethical ones; we find 
them, for example, called ‘metaphysical’ statements,* which 

Tlius Professor Joan Robinson has answered the question, “what are the criteria 
of an ethical proposition as opposed to a scientific one?” by saying: “if an ideo- 
logical proposition is treated in a logical manner, it cither dissolves into a com- 
pletely meaningless noise or turns out to be a circular argument”. These she 
seems virtually to identify with “metaphysical” propositions, which are ad- 
mittedly “not without content” and although “they do not belong to the realm 
of science yet they are necessary to it ” and, in social sciences at least, have “played 
an important, pcrh-ips an indispensable, role”. 7 Whether or not ideology can be 
eliminated from the world of thought jin the social sciences, it is certainly indis- 
pensable in the world of action in social life.” The classical notion of ‘value’ is 
here classed ^ “one of the gre^t metaphysical ideas in economics” (Joan 
Robinson, Economic Philosophy (London, 1964) pp. 7-9, 29 seq.)^ Cf. also the 
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have no proper place in a scientific theory since they are 
incapable of being tested or disproved ; nevertheless they per- 
form a function in pei;puading people to adopt certain attitudes 
and to undertake certain activiti^. 

Joseph Schumpeter, who amf^ng modern economists has made 
what is, perhaps, the fullest ihd most serious contribution to the 
discussion, has adopted a rather* different -one could perhaps^ 
say less simpliste - attitude to this question.* What he has justly 
singled out and aptly called ‘vision’ ~ vision, i.e, of the complex 
shape of reality and of the nature of the problems confronting 
mankind in any given historical situation -•is inevitably 
ideological. Thus ideology “enters on the very ground floor, 
into the pre-analytical cognitive act” and with the necessary 
start of theory “ with material provided by our vision of things ” ; 
“this vision [being] ideological almost by definition”, since “it 
embodies the picture of things as we see them”.! The reason 
adduced lor this seems to be less the historically-conditioned 
perspective of the observer, inevitably limited as this must be 
by time and place and position in society, than emotional com- 
mitment prompting men to draw pleasing pictures of them- 
selves and of their kind - the fact that “the way in which we 
see things can hardly be distinguished from the way in which 
we wish to see them” (although it is added that “the more 
honest and naive our vision is, the more dangerous is it to the 
eventual emergence of anything for which general validity can 
be claimed”). Hence he concludes that, while “Political 
Economy” and “Economic Thought” generally J must almost 


dismissal of the whole classical (especially Ricardian) notion of ‘real value* as 
being “metaphysical” in Gunnar Myrdal, The Political Element in the Develops 
ment of Economic Theory y trans. P. Strecten (London, 1953) pp. 62-5. For comment 
on this, see, on the other hand, R. L. Meek, Economics and Ideology and other 
Essays (London, 1967) pp. 210-15. 

Schumpeter incidentally starts by denying that ideology is to be equated with 
‘value judgements*: “an economist’s value judgements often reveal his ideology 
but they are not his ideology ” (History of Economic Analysis (New York and London, 

> 954 ) P- 37 )- 
t Ibid., pp. 41-2. 

X Political Economy is defined as “certain unil^;ng (normative) principles such as 
the principles of economic liberalism, of socialism, and so on”, leading to the 
advocacy of “a comprehensive set of economic policies”; Economic Thought as 
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inevitably be ideologically conditioned, ‘‘economic analysis*’ 
proper can be treated as independent and objective - a hard 
core of formal techniques and instruments that are governed by 
supra-historical standards and rules to be discussed and assessed 
independently, and about whici^a separate history can be com- 
posed to answer unambiguously sffch questions as whether and 
“in what sense there has been** scientific progress’ between Mill 
and Samuelson”, 

This Schumpeterian view, qualified and hedged about with 
num2rous reservations as it is, is clearly connected with the 
more crude and forthright ‘box of tools’ view of economic 
analysis as being (in its modern form at least) purely instru- 
mental, concerned with techniques capable of application to a 
wide variety of purposes and situations. As such it has no 
interest in normative judgements; and it is unconcerned with 
the specific purposes to which it is put - whether to clarify the 
problems of a profit-making monopoly or those of the planners 
of a socialist economy. This conception of the pure economist’s 
role has, naturally, been furthered by the vogue of mathematical 
methods and forms of statements in economics, to the point even 
of purif)ang the subject of notions, elements or relations incap- 
able of being quantified and expressed in an equational system. 

Of this attempt to separate economic technique from its 
product it is, surely, appropriate to say simply this. Either the 
‘analysis’ of which Schumpeter speaks is a purely formal 
structure without any relation to economic problems or sets of 
questions to which it is being designed as an answer (or aid to 
Answering) - in which case it does not constitute a set of propo- 
sitions or statements with any economic content - or else it is 
a logical system designed as the vehicle of certain statements 
about economic phenomena or activities. If it is, indeed, the 
former it cannot be identified with the history of economic 

‘‘the sum total of all the opinions and desires concerning economic subjects, 
especially concerning public policy . . . that, at any given time and place, float 
in the public mind” (ibid.y p. 38). 

Ihid.f pp. 38-9. in a like vein Professor J. J. Spengler has confldently stated that 
** whatever be the effects of ideolo^, they tend to diminish in importance as 
economics matures and achieves scientific autonomy” (in R. V. Eagley (ed.) 
Events, Ideotbgjf and Economic Theory (Detroit, 1968} p. 175). 
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theories such as those we review below; since these theories, as 
we shall see, are very much concerned with economic state- 
ment, if at a fairly geheral level. If it is the latter of our stated 
alternatives, it surely canno/ be^parated from the answers to 
questions that it frames, and hence from the actual (or supposed) 
shape of the economic problems which it is designed to 
deal - and this however ‘rarified’ or abstract the structure of 
statement happens to be. In this case it is impossible to claim 
for it ‘independence’ of the economic content and meankig of 
the propositions which are (on Schumpeter’s own admission) 
ideologically conditioned, and hence impossible to regard it 
as supra-ideological. Theoretical analysis and generalisation 
invariably build upon classification, in the sense of using what 
has first been classified as its material units or counters; and 
•what is classification but a drawing of boundaries between 
discrete bjects, which are in turn derived from the structural 
pattern one senses (or deems to have discovered) in the real 
world ? Schumpeter himself makes this clear in his very defini- 
tion of‘ Vision ’-“the thing that comes first . . .in every scientific 
venture”: as he emphasises, “before embarking upon- analytic 
work of any kind we must first single out the set of phenomena we 
wish to investigate, and acquire ‘ intuitively ’ a preliminary notion 
of how they hang together or, in other words, of what appear 
from our standpoint to be their fundamental properties 

To say this is not to deny that a separate study could be made 
of economic theory in its analytical aspect alone and even a 
history be written of this aspect per se^ viewed as the perfecting 
of a technical apparatus (as one could write the history of any 
other technique). I But what is dubious is whether if this were 

♦ Schumpeter, History of Economic Analysis, pp. 561-2. 

t Presumably this would be concerned with such questions as 10 the time and 
occasion when the differential calculus was first employed as a vehicle of economic 
statement, with discussion perhaps of iu appropriateness for certain uses and its 
inappropriatenfss for others; aqji similarly with the use of ‘difference equations* 
as distinct from differential, or «f matrix algebra; perhaps also the concept of 
elasticity and the geometry of certain typfes '.‘f curve and the types of theory to 
which they are relevant. But it has to be remembered that implicit in techniques 
may be certain axioms which conceal a certain philosophical ap]^roach {if, the 
footnote on page 7). 
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done one could regard it eis a study of some separable and 
definable section of the subject itself: as a set of propositions 

or statements which the analytical apparatus has been designed 
to carry. This would seem to 05 an altogether different matter. 
Admittedly it may be hard to**divide one’s talk about the 
analysis as an instrument, anti one’s assessment of its role, from 
the particular use to which this analysis is put. But there surely 
is a difference, and a crucial one, between discussion of the 
syntix of sentences and of the content of particular statements 
that are cast in any given syntactic form. What is highly 
questionable is whether in economics, or in any branch of social 
science, if one pays attention to the economic content of a theory 
as distinct from its analytical framework, any part of the theory 
can preserve the independence and neutrality claimed (an^ 
with some reason) for the formal analysis itself* Such content 
must consist of some kind of statement about the shape and 
functioning of actual economic processes, however particular- 
ised or however generalised the statement claims to.be. This 
must, surely, be the case unless reference is being made to some 
entirely imaginary land of Cathay. Here the simile of a picture 
or map seems applicable, and no longer that of a tool or instru- 
ment. Into its formation Schumpeter’s ‘vision’ must essentially 
enter; the statement which theory enshrines, qua ‘picture’ or 
‘map’, being entirely dependent upon and relative to such 
‘vision’,! and the latter, as Schumpeter himself so wisely 

There is, however, the view that has been expressed, e.g. by Professor F. A. 
Hayek, that the propositions of economic theory have a universal and necessary 
character akin to that of ** synthetic a priori propositions”; the objects that form 
the subject matter of social sciences being “not physical facts” but wholes 
“constituted” from “familiar categories of our own minds”. Since economic 
principles or laws are not empirical rules, then they presumably have, according 
to this view, both independence and neutrality, alike in content and in form. 
Cf. citation and comment on this view in the present writer’s Studies in the 
Development of Capitalism (London, 1946) p. 27, n. 2. Perhaps it was something like 
this which Marshall had in mind when he spoke (in connection with the theo- 
retical basis of Free Trade) of “economic truths as certain as^hpse of geometry” 
{Official Papers by Alfred Marshall ^London,* 1926) p. 388). 
t One would suppose, indeed^ that this was the implication of Schumpeter’s 
statement that we have quotecT, to the effect that ideology “enters on the very 
ground Boor, into the prcanalytic cognitive act”, to which is ^ded: “Analytic 
work begins with material provided by our vision of things, gmd this vision is 
ideologic almost by defmition” {History of Economic Analysis, p. 42). 
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stresses, being always relative to a particular time and social 
place in the "^process of history. No examination of economic 
theory, still less historical examination of systems of theories, 
seems to be justified in denyiij^ or ignoring this relativity. A 
mathematical ‘model’ can ^e (and should be, inter alia) 
examined in its purely formal aspect, as a consistent structure. 
At the same time, qua economic theory, its very structure is 
relevant to the statement it is making about reality - to its 
diagnostic quality. In choosing one structure in preferejace to 
another, the model-builder is not only providing a scaffolding 
or framework within which human thought can*operate, but is 
laying emphasis upon certain factors and relationships and 
excluding others or casting them into the shadows;* and in 
doing so he can be judged to be distorting or illuminating 
reality, and thus affording an unsound or a sound basis for 
interpretation and prediction - more likely perhaps he is 
illuminating some corners or facet of reality, or certain situations 
that recur, at the same time as he is obscuring, or totally con- 
cealing, others. This is not to say, of course, that any such 
distortion or partiality is part of the conscious intention of the 
model-builder, who may indeed have chosen its shape for purely 
formal reasons, because he regarded it as intellectually ingenious 
or aesthetically pleasing. But in the degree that he is influenced 
by its economic implications - in the degree, that is, to which he 
is trying to be an economist - its shape and projection will be 
influenced by his vision of the economic process, and by what- 
ever socio-historical conditions shape and limit his mental 
picture of social reality. 

If, however, some economic statements, at any rate those at 
the most general level, are capable of expression in purely 
mathematical form, it might seem as though the ‘picture’ 
of economic reality they embody must be of too abstract a 
character to be affected by ‘ideological’ influences in any 
marked degree and even Jess to carry in themselves any par- 
ticular bias or partiality, rfence the content of the statement as 

• * 

• Even the choice of technique may not be without material implication 
continuity). 
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well as its form could here be qualified as ‘ ideologically neutral ’ 
and ‘supra-historical’, in sufficiently high degree at least for 
any historically- relative element in its make-up not to matter 
and to be justifiably ignored\{t has often been said that a 
system of simultaneous equatidns^ carries per se no causal 
implication. All that such a system does is to provide a descrip- 
tion of a situation as a set of interrelations: a situation composed 
of a cluster of internally related elements and treated as being 
isolated, (omparatively speaking, from what lies outside it, at 
least to the extent of not interacting with the latter. But it does 
no more than this. 

As such, however, a description of this kind does not amount 
to an explanation^ in the sense of depicting the situation as an 
economic process that works in a certain way and is capable of 
being acted upon and influenced.* For this purpose the equa- 
tional system must be made to tell us something more\ and this 
‘something more’ almost inevitably has a causal form, whether 
as complex mutual interaction of a set of variables or as the 
simpler type of uni-directional causal linkage, t This is quite 
commonly done, in fact, even with what lay claim to be purely 
formal systems depicting a catena of interrelations and no more; 
an order of determination being implied as soon as some of the 
variables are treated as exogenously determined from outside 

In this context let us not forget the statement of Wittgenstein; “In life ... we 
use mathematical propositions only in order to infer from propositions which do 
not belong to mathematics to others which equally do not belong to mathe- 
matics" {Tractalus logico-philosophiau (London, 1922) p. i6g). 

It has been stated that “the formulation of causal relations in terms of functional 
interdependence is precisely the aim of the more advanced sciences which have 
got beyond the imprecise concepts of cause and effect" (T. W. Hutchison, The 
Significance and Basic Postulates of Economic Theory (London, 1938) p. 71), On the 
other hand, Mario Bunge has said that “ the disclosure of interactions need not 
always exhaust the problems of determination unless an extreme symmetry is at 
stake”, and that, for example, “the usual interpretation of quantum mechanics 
docs not sweep out causes and effects, but rather the rigid causal nexus among 
them" (so-called “quantum indeterminacy" being "a consequence of the 
idealistic hypothesis inherent in modern positivism"). It is added that “a causal 
interpretation of a mathematical form . . . doel not belong to the mathematical 
symtx>is but to the system of rclation^Iinking tftc signs with the jphysical, chemical, 
biological . . . entities in question. Sometimes such an interpretation is not made 
explicitly bqt is taken for granted " (Mario Bunge, Causality (Cambridge, Mass., 
«959) PP- 76-7» *64)' 
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the system, or else treated as constants, and hence specified as 
data (implicifly or explicitly) and the others as being dependent 
on the internal relations of the system or as the ‘unknowns’ 
awaiting a solution.* This is ofrtainly true of the Walrasian 
system of general equilibrium, despite assertions (or at least 
implications) sometimes made to the contrary. Walras himself, 
as we shall later see, did not refrain from speaking of “foreqp 
[which] are the primary cause and conditions of the variation 
of prices” or of the prices of the productive services of factors 
as being ‘"determined in the market for products ’’.j fn the 
case of those dynamic ‘models’ that have played so large a 
role in modern theories of growth, the system of interrelation- 

* Cf. F. Zeuthen, Economic Theory and Aleihod (London, 1955) p. 2‘:j: “If we have a 
special economic science, it is because there exists a partK ularly intensive con- 
nection within the circle of phenomena which are gmeralh termed economic, 
so that in a great part of the work of investigation these can with advantage be 
considered as mutually interdependent variables, whereas a series of other 
phenol*, . . arc to a lesser extent infliieiu ed by the economic phenomena 
and therefore with a very good approximation may be tak(*n as data.” Cf. also 
Professor Gautam Mathur who has been rightly (oncerned to emphasise the 
incorrectness of asserting “that in an equilibrium syvSUnn there arc no causal 
relations, because such a situation is described by a set of simultaneous ecjua* 
tions.” This is an incorrect interpretation because “ev'iy equation depicting an 
economic relation has got one or two direction signs, wliich we neglect in print, 
but which must not be lost sight of when w'e analyse the solution of simultaneous 
ccpiations” (Planning for Steady Growth (Oxford, 1965) p. 70). 

L. W^alras, Elements of Pure Economics^ cd. W. JalTc (London, 1954) pp. 146-8,422. 
R. Bentzel and B. Hansen (‘On Recursiveness and Interdependency in Economic 
Models’, Review of Economic Studies, Vol. xxii, 195.^ 5, pp. 153 seq.) have argued 
that the apparent “interdependency” (merely) of a Walrasian system “only 
arises because the system is a static cciuilibnnm system” ari “a static equi- 
librium system only expresses the conditions for an unspecified dynamic system 
to be in equilibrium, i.e. to repeat itself”. Such a system “is a dei ivcd model . . . 
Static equilibrium assumptions can at most be special hypotheses and can nevty 
be accepted as a general argument for interdependency ” ^pp. i6o-i). Cf. also 
J. L. Simon, ‘The Concept of Causality in Economics’, KyUos, Vol. xxiii, 
1970, Ease. 2, pp. 226-44, who says incidentally that “in economics, a statement 
that is deduced from, compatible with, and logically connrrlcd into the general 
framework of systematic economics, is much more likely to be considered causal 
than is a statement that stands alone without logical coiincctic^ns to the body of 
economic theory. This is becau'^e the theoretical connection piovides support for 
belief that tlie side conditions necessary for the statement to hold true are not 
restrictive ones and that the likelihood of ‘spurious correlations’ is not great” 
(p. 241). Anafogously P. W. Bridgeman in The Logic of Alodcrn Physics (New 
York, 1928) speaks of “the causality concept” as being “a relative one, in that 
it involves the whole system in which the 'mts take place” and as applying 
“to sub-groups of events separated out from the aggregate of all events” (pp. 83, 
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ships is SO interpreted as to 'depict the interaction between 
variables as of a particular kind and having a certain direction; 
this being of considerable significance • for the stability or 
instability of the equilibrium^o which the system tends. The 
particular interpretation that §ives the theory its essential 
character and its practical implications comes from introducing 
additional hypotheses (sometimes by imputing particular values 
to particular variables) that were no part of the schema in its 
pure/orm. Moreover, the mere definition of what is the proper 
sphere of relevant interrelations (and hence the boundaries of 
a theoretical system) can be crucial, as we shall see : crucial 
in distinguishing different ways of locating the determining 
influences. 

Associated with the notion of economic theory as a purely 
formal structure, qua theory of general equilibrium, is that of 
the ‘reconciling’ role of such generalised economic analysis 
with respect to rival and opposed (and less general) theories 
that formerly agitated rival schools. This is a view of which a 
good deal has been heard recently, at least in certain circles, 
and is evidently germane to any critical examination of the 
history of economic thought. One example of it is the attempts 
made soon after the appearance of Keynes’s General Theory to 
display the different emphasis and conclusions of Keynesian 
arid pre-Keynesian doctrine as depending upon different values 
or ‘ shapes ’ implicitly assumed for certain parameters or general- 
ised functional relationships (and in some cases implicit 
assumptions of independence). Thus the General Theory of the 
General Theory should represent the contending doctrines as 
special cases of the more comprehensive, and ‘true’, form of 
statement. What ‘reconciliation’, however, seems to have 
amounted to in this case was little more than the statement that 
one kind of mechanism characterised one type of situation and 
another kind of mechanism was appropriate tp a different 
situation (^.^\ where some special ‘ boost ’ factor sufficed to main- 
tain full employment and/or •full-capacity working). Perhaps a 
more pertipent example Is'the suggestion that has recently been 
heard (following renewed interest in the classical approach) to 
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the effect that there is no real bpposition between what had 
traditionally 6een rival theories of value of Ricardo and Marx, 
on the one hand, and*of Jevons and the Austrian school, on the 
other: in any equational system of general equilibrium {e,g. of 
Walrasian type) both quaftjtilics of labour expenditures and 
consumers’ substitution-ratios (or marginal utilities) will need 
to be included, and with appropriate interpretation emphasis 
can be thrown upon the determinative influence of either the 
one or the other.”** Increasing formalisation of the subject k thus 
identified with increasing neutralisation, so far as the intrusion 
of ideological influence is concerned, and is accordingly held to 
exemplify the scientific progress in the subject that Schumpeter 
sought to find in historical examination of the march of economic 
analysis per se. If this progress in analytical techniques involved 
• some restriction on the boundaries of the subject as compared 
with more generously drawn by the classical pioneers, 

this was something to be applauded and not deplored : at most 
it was to be regarded as a cost well compensated for by the 
resulting gain in scientific rigour. 

All that can be shortly said, I think, about such an allegedly 
‘ neutral ’ corpus is that when carefully formulated and analysed 
it will be found to be extremely thin in factual content: i,e, its 
apparent neutrality is because it contains very little in the way 
of factual statement about economic situations or processes and 
their behaviour - so little, perhaps, as to evoke sei ious doubt as 
to whether it is entitled to rank as an economic thf*ory at all in 
the sense of a theory that explains social action and behaviour^ 

Cf, the statement of Leif Johansen, ‘Marxism and Mathematical Economics’ in 
Monthly Review (New York) January 1963, p. 508: “For goods which can be 
reproduced on any scale ... it is very easy to demonstrate that a complete 
model still leaves prices determined by the labour theory of value even if one 
accepts a marginal utility theory of consumers’ behaviour’’; and his elaboration 
of this point in a paper, ‘Some Observations on Labour Theory of Value and 
Marginal Utilities’, Economics of Planning, Vol. 3, No. 2, September 1963, pp. 89 
seq. (where tlie passage from the Monthly Review is cited). The implication here 
is that both qu^tities of labous and marginal utilities enter into the equations 
defining equilibrium. But it is to be noted that Professor Johansen emphasises 
the distinction that, while prices are related labour-expenditures (being pro- 
portional thereto when compositions of capitai kre equal), “the marginal utility 
functions interact with the prices , . . only in determining the quantities to be 
produced and consumed of the different commodities”. 
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To qualify as the latter it must be so framed as to show how 
certain results or events are determined; and a system of equi- 
librium defined in terms of a set of eqifivalences or identities 
may well amount to no more tlian a series of tautologies.’ 

To question the status of an apparently ‘neutral’ corpus of 
theory of this type is not equivalent to denying the existence 
of certain high-level generalisations that apply to a variety 
of economic situations, including even situations pertaining to 
difl'erent institutional systems. Marxist writers, for example, 
have always granted that there are general statements, even 
‘laws’, that apply to all modes of production or socio-economic 
systems, or at any rate to all systems embodying a common 
characteristic such as commodity-production for sale in a market, 
and hence some form of division of labour and exchange, j 
Again, to take an example from modern ‘ growth models ’ {e.g, 
the von Neumann model), there are certain interrelationships 
between quantities in economic growth that will apply to any 
economic system, given only a minimum of common assump- 
tions as to prices and price-flexibility, technical possibilities and 
supply-elasticities. But it does not follow at all that these consist 
merely of analytical statements about an (undefined) equi- 
librium of interrelated variables: if so, as we “have seen, their 
significance for practice would be distinctly trivial, and even as 
a. framework for more concrete statement they could probably 
be ignored without much loss of illumination. Restriction of 
this kind certainly docs not apply to the type of general state- 
•ment to which we have been referring, about exchange- 

As, for example, Dr L. Pasinetti has shown profit- theories of the Irving Fisher 
type (in terms of ‘a rate of return on capital’) to be (in Economic Joumaly Voh 
XXIX, No. 315, September 1969, pp. 508 seq.y and especially pp. 51 x, 525, 529). 
t Oskar Iiange, for example, in his Political Economy, Vol. i (Warsaw, 1963), after 
distinguishing “technical and balance laws of production” from “laws of 
human behaviour” and “laws of interplay of human actions”, and emphasising 
that the first of these have “the widest application in histoiy”, speaks of “com- 
mon economic laws” applying to “different social formatkns” in addition to 
“specific economic laws of a given social formation” (ibid^^ pp. 58-68); citing 
ill this connection Engels’s postscript to Vol. iii of Das Kapiial, where it is stated 
that, since “commodity exchange appears in the period befbre wiitten history”, 

“ the law of value reigned supreme for a period of time lasting from five to seven 
thousand years”. Also cf. Marx’s letter to Kugelmann of July x868. 
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situations or structural relations m growth, which do not refrain 
from speaking in causal terms about factors affecting equilibrium 
price-ratios or conditioning influences upon the process of 
growth. 

It should be emphasised ^odcc again, perhaps, to avoid any 
possibility of misunderstanding, that there can be no question of 
denying a place in economic theory to statements of complex 
mutual or reciprocal interdependence, in addition to the more 
familiar statements of simple and direct causation of the type of 
“if A, then B follows” or ''A is a necessary and sufficient con- 
dition for the occurrence of The point is* (as we have 
stressed already) that these, in so far as they define the nature 
of the interdependence, speak about the shape and pattern of 
actual situations and processes, thus depending, m some degree 
at least, upon ‘ vision ’ of the latter and are by no means purely 
formal O’* n priori. Curiously enough, what we have said applies 
to much of the pure analysis lying at the base of ‘optimising’ 
theory (with its affiliations with normative economics, as we 
shall see in a moment) as well as to statements of general equi- 
librium of the Walrasian type. 

For example, take any statement that certain variables arc 
interrelated, such as the simple statement that the level of 
present output, the growth-rate of output and the quantity of 
labour-inputs in the system are interdependent. It is true that 
this statement implies no direction of dependence, which is 
entirely reciprocal. But as soon as the assumption Is introduced 
{e.g. by postulation or knowledge of what the general situation, 
or ‘setting’ of the problem is like) that any two of the quantities 
in our example are to be taken as given^ in the sense of being 
treated as independent (or exogenously determined) variables, 
it will follow of course that the other is ipso facto determined 
{i,e, it becomes the dependent variable). Thus, if the labour 
force is taken as a given factor at any one date, as a feature of 
the demograpfhic situation* (together with the policy-imperative 
of its being fully employed), then for any given level of present 
final output there will be a certain ra’te of growth that is the 
maximum possible; so that if in addition a certain level of 
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present output is taken as necessary (as an historical datum or 
because of the need for a certain minimum level of real wages 
or consumption), then the maximum feasible growth-rate is 
determined as resultant. If, adding a fourth variable to the 
situation in the shape of a choice ]j)etween alternative methods 
of production (or techniques), ..a given growth-rate is postulated 
as the (feasible) policy-objective of a planned economy, then it 
follows that there is a certain optimum choice of methods of 
production in the sense of one that will maximise the level of 
output (and hence of consumption) consistently with maintain- 
ing the intended objective (or alternatively maximise the 
growth-rate that is possible with any given level of present con- 
sumption). Thus a transition from a mere statement of mutual 
dependence to an optimising theorem requires, on the one 
hand, the postulation of some normative objective (the ‘objec- 
tive function’) and, on the other hand, of some constraint (or 
constraints) as an accepted feature of actual situations, such as 
given economic resources available to production (since without 
a limit on the latter there would be no point in economising on 
their use, and hence no economic problem to be solved). 

The essential point here is that this transition is made (or is 
started at least) as soon as one fills in the picture with any 
additional features of an actual situation. By doing so certain 
direction-pointers in the dependence are immediately implied. 
What is more, this ‘filling in of the picture’ may be done almost 
unconsciously, and hence be inexplicit because the human mind 
-is apt to think of situations in wholes, even when it has the 
intention of abstracting certain features only from them and 
treating these in isolation. Then it is that the differences in 
depiction of a total situation dependent on differences of 
‘vision ’'and perspective can become crucial. 

We have been speaking of economic theory ^ describing the 
structure and functioning of an exchange society, stressing 
particular! / as it does the manner pf interdepenSence of differ- 
ence prices and markets. This, needless to say, is an essential 
basis for policy, in telling* it what it can and cannot do, and by 
what instruments it may pursue this or that objective. But 
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theories of equilibrium per se afford little guidance as to what 
objective policy should pursue among the range of possible 
alternatives; and ajternatives evidently exist despite the 
determinism implied by economists’ postulation of ‘economic 
laws This concern with polity-ends, and the means available 
to further them, represents fhe normative tradition in economics, 
which positivists have tended to eschew as an alien element and 
an intrusion into economic theory qua scientific discipline, con- 
cerned (it is said) with positive statement about what is and not 
with what ought to be. Nonetheless it has commanded increasing 
respect and attention in recent decades, no doifbt in response 
to the growing pressure of problems concerned with consciously 
devised State intervention in the economic sphere, and to-day 
increasingly with economic planning of the econc my as a whole. 
Indeed in the actual development of theory, the ‘ positive ’ and 
the ‘normative’ elements have proved hard to separate and 
have increasingly tended to fuse. Progress in this direction has, 
moreover, been registered in the sphere of highly formalised 
techniques of analysis.* This has taken the form of using the 
methods of handling so-called ‘extremal problems’ to prescribe 
the conditions for maximising whatever economic quantity is 
taken as ‘the objective function’. Towards choice of the latter 
the maximising technique per se is, of course, neutral; but its 
economic interpretation and empirical implications will be 
crucially affected thereby. Here, in the choice and use of 
maximand, there is clearly abundant room for those ideological 
influences of which we have spoken to enter, and to do so 
decisively. 

An Hungarian writer, referring to the von Neumann model ("not an optimisa- 
tion model but one of equilibrium”) and the Lcontief model (which "again is 
of a descriptive-causal structure”), states that "as a matter of fact, the individual 
members of this group of models may - independently of their origiaal structure 
- be equally interpreted as descriptive-causal equilibrium or teleological 
optimisation models. Between these aspects there is no contradiction whatever.” 
In linear programming the connection is explicit in " the interrelation between 
the progpram of optimum activity and the shadow prices belonging to it”, as 
the primal and dual solutions of the problem (A. Br6dy, ‘The Dual Concept of 
the Economy in Marx’s Capital’. Acta t)ei.mmica (Budapest) Tom 2, Fast, 4, 
1967, p.3i0- 
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In the actual history of economic thought as a whole, there is 
plenty of evidence of the historical conditioning of economic 
theory, treated as a more or less ^integrated system at any one 
time, as we shall try to show in thecequel. Since it is essentially 
an applied science, closely rebated to judgements and assess- 
ments of actual systems and policies, this is scarcely surprising: 
it might be more surprising, indeed, if no trace of such social 
conditioning were to be found. This is, moreover, true even of 
economic thought at its most abstract, and of the most formal- 
ised systems, which on examination turn out to speak with sur- 
prising directness about economic reality, and have exerted 
considerable influence (if at one remove) upon actual policy. 
This raises the question as to how and why this should be so: 
as to the manner and modes of this social and historical con- 
ditioning of abstract thought. 

One would not wish to deny that the kind of subjective fac- 
tor to which Schumpeter alludes (emotional feelings, wishes, 
beliefs) is part of tbe explanation, and that, since economists 
are subject to the usual weaknesses of the flesh and of the 
human spirit, it is to be found in many if not most cases as an 
important ingredient colouring the vision of particular thinkers. 
What can, I thinjt, be denied is that this is the only or the princi- 
pal mode of conditioning. One could, indeed, speak of it as the 
least interesting way in which social relations condition thought. 
More fundamental, yet perhaps harder to identify in particular 
dases, is the extent to which thinking is shaped by the problems 
that are thrown up from a particular social context.* This con- 
text is itself a complex mixture and interaction of accepted ideas 
and systems of thought (which more probably than not consist 

♦ Cf. Gunnar Myrdal: “Rarely, if ever, has the development of economics by its 
own force blazed the way to new perspectives. The cue to the continual re- 
orientation of our work has normally come from the sphere of politics.” {Asian 
Drama (London, 1968) Vol. i, p. 9.) “Social scientists arc in unusual position 
in that the objectives of their studies and their 6wn activities arc within the same 
context. For these studies arc themselves sor.'ally conditioned activities . . . 
[Economists] have continually tried to lift their investigation out of the social 
context intoia supposedly ‘objective’ realm . . . This attempt makes economists 
naively innocent of their own social determinants” {ibid., Vol. Oh App. 3, p. 1941). 
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partly of metaphysical elements end untested hypotheses and 
largely exert afn innately conservative bias) and the problems 
presented by current events and practical situations. Thus do 
accepted generalisation and current practice continually con- 
front one another. But in this Confrontation it would be wrong 
to conceive of something termed ‘practice’, independently and 
animistically conceived, as formulating problems for thoughts 
to contemplate as passive observer. There is always a subjective 
element in the march of knowledge, not only in the sens^ that 
action and experiment play a crucial role, but that these arc 
preceded and shaped by the formation of condepts. Current 
problems arc something created as much by thought-inspired 
human action upon an existent situation as by the given objective 
(but changing) situation itself; and in this sense can be said to 
^represent continually, in varying degree, a contradiction be- 
tween th^ two. Problems arising in this way then form the 
starting-point of new thinking, the formation of new concepts 
and of new theories; and to this extent the latter arc always 
relative to a particular historical context. These changing con- 
cepts and ideas represent in part a commentary upon or inter- 
pretation of- a ‘reflection’ if one cares to use so passive a 
simile - the objective situation from the particular perspective 
in which it is seen. But since inherited ideas and concepts, 
operating as a refracting medium, affect this perspective and 
the resulting vision of the situation, new ideas arc always at the 
same time a critique of old ideas which form the heritage of 
thinking; hence these new ideas are necessarily shaped in part, 
by the antithetical relation in which they stand to the old as 
well as being empirical statements about actuality. It is for this 
reason that debate as to whether ideas have a genealogy of 
their own or on the contrary always ‘reflect’ current objective 
reality is apt to be so unsatisfactory and frustrating. What is 
here commonly neglected, however, is that in so far as ideas 
are being confronted with -problems, and problems are formu- 
lated (whether implicitly or explkifly, and if not directly at 
least indirectly) with reference to potthtial activity, tjie process 
of critique and development can hardly fail to be influenced by 
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the social milieu (or reference-point within the complex of social 
relations) of the individual or ‘school’ by whom the formu- 
lation is made. Social or economic action^ at least, can only be 
conceived with some subject, Whether institution, person, social 
group, class or organisation, in nund; and for problems to have 
an operational interpretation, it would seem that they must have 
•some implied reference of thislcind. 

This inherited framework within which (or in reaction against 
which) real problems arc formulated, and against the back- 
ground of which, if not literally in terms of it, theoretical debate 
occurs, necessarily includes presumptions and general state- 
ments which are a mixture of the analytical and the synthetic. 
These, forming a “conceptual web” (as it has been called) or 
set of conceptual categories or “boxes” in terms of wliich our 
thinking operates,* are crucial both to the way in which 
problems are framed and to the methods and instruments 
devised for yielding answers to them. In the formation of 
general notions of this kind it is scarcely possible for reasoning 
by analogy to be altogether excluded. It is, indeed, hard to sec 
how anything thaP claims to be a general picture of society, 
and hence to be relevant to society treated as a whole and to 
changing its entire framework (as distinct from depicting par- 
ticular bits and pieces or facets of it), can fail to include propo- 
sitions, explicitly or implicitly, that go beyond what Professor 
Popper might admit as ‘synthetic’ and ‘scientific’. These repre- 
sent a view (necessarily an imperfect one, but not necessarily 
lacking in some true insight) of what society as a whole is like and 
how it functions, into the formation of which subjective or a priori 
elements of all kinds must inevitably enter. These elements are 

♦ Cf. T. S. Kuhn, The Structure of Scientific Revolutions (International Encyclopaedia of 
Unified Science (Chicago) Vol. ii, No. 2, 1962), pp. 5, 148. This author has used 
the ternf “paradigm” for such a group or cluster of general notions, or “ways 
of seeing the world ” ; and in reference to the natural sciences speaks of its acqui- 
sition as being, indeed, “a sign of maturity in the development of any given 
scientific field” (ibid.^ p. 11). These paradigms “gain their status because they 
are more successful than their competitors in solving a few fjroblems that the 
group of practitioners have come. to rccognis*^ as acute”; at the same time 
‘normal-scientific research is directed to the articulation of those phenomena 
and theories that the paradignf already supplies” (ibid., pp. 23-4). Cf also the 
same author’s The Copermcan Revolution (IJarvard, 1957) especially pp. 3-^4, 261-3, 
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not timeless; nor can they be simply judged by any absolute 
standards. Bdt this does not mean that they cannot be rationally 
debated and that there are no criteria by which they can be 
criticised and assessed, at least fii terms of more realistic and 
less. They have to be judged as approximations (only) ; and 
there may be good reason for holding one approximation to be 
closer than another at the same*time as holding that there is gi 
socio-historical explanation for the appearance of a particular 
approximation at a particular time (in which sense the latter is 
‘ historically relative 

In speaking of such conceptual frameworks two things need, 
perhaps, to be emphasised, even though the whole subject be 
admittedly controversial. Far from being superfluous, some 
general framework of this kind, it would seem, C'',n scarcely be 
dispensed with by the most thorough-going empiricist, and less 
so, at any rate, in the social sciences than in cosmology. It is 
needed li'only as the basis for suggesting and selecting questions 
for further enquiry, and hence for guiding future research and 
for bringing order into a mass of empirical observations that 
without more general concepts and hypotheses, depicting some 
pattern of interrelationships, would appear as uncoordinated 
and inexplicable. Unlike more particular statements, such a 
conceptual framework is not easily verified or disproved. In- 
deed, what would seem to be relevant here is not so much 
whether it is stated or not in a potentially ‘testable’ or ‘falsi- 
fiable’ form (the Popper-criterion), but rather il e degree of 
generality of statement, which is what renders it remote from the 
actual possibility of empirical disproof! It is the latter whicR 

Cf. more generally on this D. Bohm, Causality and Chance in Modem Physics 
(London, 1957) pp. 164-70. “We cannot actually come to know all reciprocal 
relationships in any finite time, however long. Nevcrthclc.ss, the more we learn 
about them, the more we will know about what matter in the process of becoming 
is, since its totality is defined by nothing more than the totality* of all such 
relationships . . . The essential character of scientific research is that it moves 
towards the absolute by studying the relative, in its inexhaustible multiplicity 
and diversity” {ibid.^ p. 170). 

Professor PopjJhr has himself pointed out that falsifiability is “ a matter of degree ”, 
with metaphysical statements having “a zero degree of falsifiability” Even the 
latter “may have helped ... to bring order . ‘o man’s picture of the world, and 
in some cases have led to successful prediction” (Karl R. Popper, The Logic of 
Scientific Discovery (London, 1959) pp. H2, n6, 278). 
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renders it specially prone to the intrusion of ideological influ- 
ence. Once such influences have entered they are commonly not 
easy to detect, let alone to combat and disfodge. Here not only 
logical but also psychological reasons will enhance the appeal of 
a general concept ~ or in another fiase contribute to its rejection: 
not only a sense of logical consistency but also of its ‘ appro- 
priateness’ in a larger sense. It has been said, indeed, that 
“observation is never absolutely incompatible with a conceptual 
scherr^p”;* and rival framework-schemes (like the Ptolemaic or 
Copernican in cosmology) may continue to coexist for some 
time, each with its rival band of disciples and apologists. I In 
the social sciences controversy between rival general theories is 
apt to be notoriously inconclusive and drawn out ; its conclusion, 
when this comes, often owing as much to change of intellectual 
fashion or of current assumption as to the strict logic of argument. 

To speak of the more direct impact of situations on economic 
theory: it is fairly obvious - so obvious as to seem perhaps too 
simple an example - that no developed theory of money is con- 
ceivable until a money economy of some kind has come into 
being; just as most*of the modern difficulties about monetary 
theory, and controversy over its proper interpretation {e.g. as 
regards the influence of money-supply upon the rest of the 
economy and the efficacy of certain actions by central banks), 
are dependent Upon the modern growth of money-substitutes, 
credit-instruments and other means of payment. A general 
equilibrium ‘model’ of an economy is at least unlikely to be 
forthcoming until the growth of market relations and of econ- 
omic mobility has reached the level of development that they 
had begun to do in mid-nineteenth century England: without 


T. S. Kuhn, The Copernican Revolution (Harvard, 1957) p. 75. 


schemes tlial were once fervently believed and that have since been replaced by 
incompatible theories. There is no way of proving that a conceptual scheme is 
final. But, rash or not, this commitment to a conceptual scheme is a common 
phenomenon in the sciences, and it seems aU' indj^pej^^^iS^^^one, because it 
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it the very notion of interdependence of all prices could hardly 
be seized upon by the mind.* At least some degree of develop- 
ment of these conditions seems necessary before the notion of a 
general level of wages or of profits such as we find in Adam 
Smith could be formulated.^Sfinilarly it required a certain level 
of mechanical technique in industry for the special problems 
associated with fixed capital to be recognised and to receive 
attention (and although Ricardo added a special chapter on 
Machinery to his third edition, this came as something^of an 
afterthought; and his general treatment of profit was to lay 
him open to Marx’s criticism that he failed to "appreciate the 
role of what the latter called ‘constant capital’). The very 
content of terms, most notably profit on capital, may change, 
and in their change reflect changing relationships and institu- 
tions.! Something similar is no doubt true more generally of 
the rHatinnships and connections which thinkers hold to be 
relevant and significant. While the possibility of unemploy- 
ment as a chronic product of ‘ deficiency of effective demand ’ 
had been voiced for )ong in “the underworld of heretics”, it$s 
a remarkable, and surely significant, fact that not •until the 
impact of the world economic crisis of 1929-31 did this 
previously neglected idea stand a chance of claiming academic 
recognition. Until then Say’s Law held almost undisputed sway 
over accepted economic opinion: striking evidence, surely, of 
how strongly prejudice, tradition and wishful thinking, em- 
bodied in an abstraction, can blind human vhion even to 
the obvious. How much less chance of penetrating academia 

• It could be said, perhaps, that this notion was already latent, at least, in Smith 
and Ricardo; but if so it did not take the form as yet of Walrasian interdepen- 
dence and mutual determination, but rather of the influence of some prices 
upon others. Although the germ of input-output notions was present (as is now 
recognised) in Quesnay’s Tableau^ the notion of interdependence ^as here no 
more than embryonic and operated purely through exchange between agriculture 
and manufactures. Moreover, this embryonic notion, significantly enough, seems 
to have made little or no impact on economic thought (save through its influence 
on Marx) for agcentury or inor^. 

t C/I G. L. S. Tucker, Progress and Profits in British Economic Thought 1 650- 18^0 
(Cambridge, i960) p. 74: “A particular dis. v ssion may appear at first sight to 
persist more or less continuously over a lon^ period of time; whereas in fact, 
beneath the mere verbal similarities, there may have emerged ftew meanings 
which alter the whole nature of the point in question.” 
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orthodoxy in a bourgeois society had the Marxian notion of income 
on capital as fruit of exploitation, and of the profit-wage relation- 
ship as one of antagonism and not of pai*tnership. It is almost 
self-evident that the question could hardly be posed at all until, 
with the creation of a proletariat, d frpe market for wage-labour on 
modern lines had appeared ; aqd even tlien, viewed from a ruling- 
class perspective, what caught the attention and appeared as 
significant was the freedom rather than the dispossession. 

Whatever one might be led to expect a priori^ the history of 
politicrtl economy from its inception makes abundantly clear 
how closely (and even consciously) the formation of economic 
theory was linked with the formation and advocacy of policy. 
Although the doctrines of tlie classical school were very abstract, 
especially in the form given to them by Ricardo (whom Bagehot 
called “the true founder of abstract Political Economy”), they 
were related very closely to practical issues of their day, indeed 
surprisingly closely as we shall see. Moreover, to appreciate 
this connection, and to view their theories in the light of actual 
policy-questions for which they were seeking an answer, is 
often anicssential key to understanding the intention and empha- 
sis of their theories. Thus the very structure of Adam Smith’s 
Wealth of Nations is shaped and moulded by hir preoccupation 
with Mercantilist policies and their supporting theories. It is 
well known that Malthus propounded his Essay on Population 
as an answer to his father’s optimistic (and at the time radical) 
Godwinian views about the possibilities of material progress 
♦and a future egalitarian society of human happiness.* Ricardo’s 
first public appearance as an economist, formulating a theory 
of money and the foreign exchanges, was in the role of critic 
of the Bank of England’s policy during the Bullion Controversy, 
and the germ of his theories of value and distribution emerged 
in a topical pamphlet of February 1815I directed towards the 

• C/*. J. M. Keynes, Essays in Biography (cd. London, 1961) p. 98, quoting the 
authority of Bishop Otter (Malthus’s friend and editor of the f^sthumous second 
edition of Malthus’s Principles); and cf. Memoir of Robert Malthus in 1836 
ed. of Malthus’s Principles^ pp, xxxviii-xxxix. 
t An Essay on The Influence of a low frice of Corn on the Profits of Stock; shewing the Inexpe 
diency of Restrictions on Importation (London, 1815); reprinted in Vol. ivof theSraffi 
cd. of Works and Correspondence of David Ricardo (Cambridge, 1^1951} pp. 1-41, 
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debate of that same month in the House of Commons on the 
new Corn Law and towards establishing the theoretical case for 
free import of corn. Jdhn Stuart Mill expounded in his Principles 
of 1848 doctrines (with special emphasis on their “social 
application”) which have t^Jb*e seen against the background of 
his previous championing of ‘ pjiilosophic radicalism’ in the 
1820s with the Weslminster Review \ and if he viewed his Systent 
of Logic as largely concerned to set an empirical view of know- 
ledge against “the German ‘a priori’ view of human know- 
ledge ” as being “ the great intellectual support of false doctrines 
and bad institutions”,* something like this was even more true 
of his approach to Political Economy. Writers like Senior and 
Mountifort Longfield, floating on the tide of an early reaction 
against Ricardianism, were evidently (and Longfield quite 
explicitly!) preoccupied with the perverse claims of trade 
unions ?»^d with affording some justification for Profit in answer 
to incipient socialist criticism. Indeed, so far as classical Political 
Economy is concerned, Edwin Cannan has made the following 
comment: “Among all the delusions which prevail as to the 
history of English political economy there is none greater ihan the 
belief that the economics of the Ricardian school and period 
was of an almost wholly abstract and unpractical character.” 
Of nineteenth-century economists generally he says : “ With them, 
in the great majority of cases, practical aims were paramount . . . 
(and) the close connection between the economics and the poli- 
ticsof the Ricardian period . . . provides a key to many riddles.”! 

But in the matter of focus upon actual problems are there not • 
• Cf. his Autobiography (London, 1873) P- 225. 

! Longfield in the Preface to his Dublin lectures of 1833 emphasises his concern to 
show “how impossible it is to regulate wages generally either by combination ol 
workmen or by legislative enactment”, and his final lecture concludes that “the 
laws according to which wealth is created, distributed and consumed, have been 
framed by the Great Author of our being, with the same regard tc our happiness 
which is manifested by the laws that govern the material world ”. (Perhaps he 
spoke here ^ Judge rather than qua economist?) 

J History of the Theories of Production and Distribution in English Political Economy Jrom 
1796-1848, 2ncf ed. (London, fgo3) pp. 383-4. Particularising, Cannan says 
(p* 39O “for the basis of an argumont against the Com Laws, it would 
have been difficult to invent anything more clkcx;tive than the Ricardian theory 
of distribution”; and that, as regards Malthus in bringing out thc^ first edition 
of his Essay on Population, “he was inspired ... to produce acquiescence, if not 
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differences of degree, indeed ‘of kind, sufficient to preclude any 
general label being attached to theories of any particular period 
defining their social tendenz? Some thinkers, it is clear, have 
greater awareness of particular contemporary problems than 
Others, whetlier by reason of tiieir contacts or experience, or 
because concern with policy-prescriptions suits their inclinations 
®and their particular cast of mind. Others, again, whether less 
or equally well aware of the contemporary scene and its 
minutiae, may feel more concern for synthesis of ideas and for 
‘high-level generalisation for the formal elegance of newly- 
fashioned systems and theorems, with little concern for corol- 
laries and prescriptions that can be extracted from them. As we 
have already suggested, such a contrast - or perhaps, rather, 
difference of emphasis and focus - does not necessarily depend 
on the degree of abstraction of the theories in question. While 
in one sense it is true that theorems which aim at ‘high-level 
generalisation ’ must from their nature make abstraction of the 
multiplicity of detailed particulars, it by no means follows that 
those which have an intimate relation with and bearing upon 
practice tend necessarily to be less abstract in form. The reason 
may possibly be because their very feat of concentration upon 
certain lineaments and facets of the total scene (with a view to lend- 
ing them operational relevance) may itself involve a feat of selec- 
tion and abstraction from other aspects, and hence the setting of 
reality in a special (and in some sense and degree ‘ unreal ’)perspec- 
twe. Ricardo, and perhaps also Walras, seem to illustrate this so 
< far as economic theory is concerned. There is not much sign of the 
increasing formalism of economic theory in recent decades having 
reduced the intrusion of ideological issues into economic dis- 
cussion {e.g. about the stability or instability of growth-models).* 

contentment, with the existing order of things, and prevent the adoption of 
hasty experiments” like the French Revolution (p. 384). J. K. Ingram attributed 
the high reputation of Ricardo in his time partly at least to “a sense of the 
support his system gave to the manufacturers and otBer capitalists in their 
growing antagonism to the old aristocracy of landowner|” CA History of Political 
Economy j i2nd ed. (London, 1907) p. 136). 

This despite what Oskar Lange termed the recent* ‘professif»nalisation of economic 
science” {Political Economy (VVarsaw and London, 1963) V^l. 1, pp. 314-15) which 
hesecmccfto think “pushes economic thought beyond theboundsofthe views and 
interests of the social milieu from which it arose ” - at least does so to a certain ex tent. 
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In this matter of focus, and hence in the mode of selection 
and abstraction, there has been a fundamental difference that 
is so crucial to the \fay in which problems are viewed and 
interpreted as to give it cardinal importance in the classification 
and assessment of theories .^^One method of approach is to 
abstract from the specific characteristics of a particular system 
of institutions (or ‘mode of production’ in the Marxian style),* 
and to concentrate attention on characteristics that are common 
to all, or at least several, distinct systems, and which are tg this 
extent supra-historical. A theory fashioned in this way out of 
what is ‘universal’, if presented as anything more than pro- 
legomenon,* carries the implication that in the causal interpret- 
ation of events these elements are in some sense primary, and 
that what is peculiar to the special institutional complex is 
. secondary. In other w'ords, the form and angle of generalisation, 
according to what it selects for emphasis and what it casts into 
shadow, cannot be without influence, not only upon human 
attitudes and beliefs, and hence upon social activity {e,g. 
whether ‘social engineering’ is attempted or radical institu- 
tional change), but upon the intellectual diagnosis of particular 
social and economic problems. It cannot refrain from being 
ideological i?? this sense. Per contra, an approach that starts from 
the historically-changing character of the subject-matter of the 
social sciences and focusses attention upon what is historically 
contingent in the contemporary situation that is analysed will 
carry contrary implications. Either approach rr.yy fail, of 
course, to reveal itself as productive of entirely convincing or ^ 
fruitful interpretation; in this way - probably the only way in 
which theorems in the social sciences can be tested - being 
rejected by the test of experience. What is more likely to happen. 

It might seem that any general socio-hist orical theory must h'* ofithis kind, 
including the Marxian, since this attempts to generalise about different historical 
societies and their movement. This may well be true. But in doing so, these 
theories may or may not concentrate attention upon peculiarities that are of 
specific importance for the spetflfic functioning of any particular society; the 
Marxian being distinguished by its emphasis precisely upon the specific influence 
of the * social relations’ of production defining particular mode of production 
(and exchange). In this sense it is itself a way of* presenting not only^e common 
elements but also the differentia. 
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I • 

for a time at least, is that the two rival types of interpretation 
will coexist and their implications for action knd experience 
conflict, possibly without the true nature of their different 
visions of reality being brought plainly to view (since it is quite 
possible, indeed not uncommoti, for some crucial assumption 
of a theorem to remain implicit and ignored until exposed by 

• intensive polemical discussion and criticism). Even when this 
difference of vision is clearly established and perceived, the 
riva^ viewpoints may find sincerely convinced champions be- 
cause they severally fit the perspective from which different social 
classes view flic social complex of interacting relationships and 
change. Accordingly they continue side by side as rival schools. 

The obvious example of the contrast that we have been 
describing (to which we shall presently return) is the divergent 
emphasis of that type of theory, embracing most of the purely 
‘exchange’ or market theories, which casts the economic 
problem in terms of ‘ natural’ or universal factors* and theories 
which by stressing social relations of production and/or income- 
distribution have given prominence to ‘institutional’ factors 
and displayed economic problems in a mainly ‘institutional’ 
shape. Needless to say, Marx’s analysis of Capital^ with “a 
critical analysis of capitalist production” as the sub-title of its 
initial volume, belongs to this second type. We shall see that 
even earlier John Stuart Mill was sufficiently alive to the 
significance of this kind of contrast as to make plain, as against 
his predecessors, that in his view, while “laws of Production” 
were natural and universal, those of Distribution ptr contra were 
“partly of human institution, since the manner in which wealth 
is distributed in any given society, depends on the statutes or 
usages therein prevalent”! : in this sense they were historically 
relative;^ and rooted in specific property-institutions. With the 
generation that followed Mill, and its focus upon a demand- 
theory of exchange-relationships and a derivation of 
income-distribution {via factor-priees) from these exchange- 

c 

• Cf. J. B. Clark, The Distributiqn of Wealth (New York, iSgg) p. 37: “The law 
itself [of dMtribution] is universal, and hence ‘natural’.*' 

t J. S. Mill, Principles of Political Economy (London, 1848) Vol. i, p. 2$. 
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relationships, the emphasis was Surely tilted back again - back 
to a portrayal of the economic problem in its essentials as 
shaped and moulded* by universal and supra-historical condi- 
tions of any exchange society, whatever its particular social 
relations, class structure apd* property-institutions might be. 
Thus one’s view of the nature of historical change - its structure, 
sequence and causal mechanism - will colour one’s view of the 
permitted limits and permissible forms of generalisation, if the 
resulting abstract projections and theorems are to •have 
relevance to actual problems and to feasible policy. 

As an analogous but rather different kind of example of this 
we could consider the contrasting emphasis that there has always 
been among theorists between those who see new revelation as 
coming from the construction of theoretical models .^t the highest 
level of abstraction and those who are sufficiently impressed 
with concrete multiplicity and difference as to deny to such 
abstract generalisation anything but an obscurantist role. A 
recent example of the latter is to be found in the study of 
poverty and underdevelopment in South Asia by Professor 
Gunnar Myrdal, who in stressing the institutional peculiarities 
of the economies he is investigating dismisses the usual econo- 
mists’ categories as unreal and inapplicable, singling out for 
criticism especially the semi-mathematical growth-models that 
have been so much in vogue in discussions of development and 
planning since the Second World War.* Such a question of 

* Professor Myrtlal writes, e.g.: “Economic models have come to slcitf^type tliis 
whole way ot blinking, which we have called the Western or modern approach, 
and in turn liave strongly influenced the plans and the discussion of planning for 
development iii the S. Asian countries . . . Tliis t>pc t>f model-thinking has 
systematically biasc- l the planner’s view of reality in a way that suits i]\e « oii- 
vcnicnce and vested interests of conservatives and radicals alike ... To obsi iA-e 
that models are selective, abstract and logically compute, and quantifiabU, is to expose their 
limitations: they are not comprehensive but partial; they can bc^difficult to 
quantify ... It also facilitates the neglect of relevance and realism, and ambi- 
guities enter by reason of the various possible interpretations of the logically 
formulated premises. When the models are ‘applied’, their selective and there- 
fore arbitrary nature is usually forgotten . . . Generally, the application to the 
undcrdevelopca countries of S? Asia of concepts that may be appropriate to 
developed countries leads to what phUosophers call ‘ category mistakes ’ - 
ascribing to one category attributes appropriate to another ... It may be safer 
to do without a model than to use a biased and faulty one”** {Asian Drama 
(London, 1968) Vol. zii, pp. 1942, 1944, 1962). 
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relevance and applicability is far from easy to determine, if it 
can be determined by any simple and direct criterion at alb 
In the very long term the issue could presumably be put to the 
test by counting the number of corollaries or prescriptions of 
the rival schools that seemed to have ‘worked’ in practice, and 
awarding the accolade to the one showing the highest score. In 
the meantime decision between them can hardly fail to be 
influenced by the particular uses and policy-prescriptions that 
the tVvo schools happen to have advanced as implications of 
their respe< live theories or viewpoints, and by one’s attitudes to- 
wards these. One may, for instance, regard the policy-prescriptions 
in question as plausible (or implausible) on other grounds, and the 
fact that they seem also to follow from some general theorem one 
may regard as reinforcement of one’s initial supposition. Judge- 
ments on this account - working back pragmatically from policy- 
prescriptions to supporting general concepts - must almost inev- 
itably be influenced by ‘ ideological ’ considerations and leanings. 
There seems to be plenty of experience to show that in fact they are. 

With such diflcr^nices in type of generalisation is connected 
(even if this be not immediately apparent) the difficult question 
as to how, if it is right to speak of social theories having an 
ideological character, one is to distinguish and to classify this 
ideological role. Needless to say, in polemical literature the 
usage of such labels as ‘apologetic’ to describe this or that 
school of writers and theories according to social provenance 
and tendenz has been far from clear or consistent. It is well- 
*^known that Marx spoke of the school of classical political 
economy (a term which he himself originated) as the ‘bourgeois 
school’. But in saying this he by no means intended to dismiss 
their doctrines as entirely negative and deluded by ‘false 
conscioiftness ’ : indeed he singled out for praise the positive 
advance which their thought represented and the scientific 
insight which they showed into the nature of economic society 
(even if within “the limits beyond wHich” their tliought “could 
not pass”).* Even of the,posf-i830 period, of which he spoke as 

♦ Of, Marx’s Preface to the Second Edition of Volume i of Moore and 

Aveling ed. (London, 1886) pp. xxi-xxiii. Here it is that he speaki of Political 
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that of “vulgar-economy”, he was careful to discriminate and 
by no means treated all economists as “hired prize-fighters” or 
as a “homogeneous feactionary piass” (saying of John Stuart 
Mill and those like him, for example, that “it would be very 
wrong to class them with tJie herd of vulgar economic apolo- 
gists”).* Coming closer to the present day, is The General 
Theory of J. Maynard Keynes to be regarded as a critique oT 
(then existing) capitalism, or as an “apologetic theory of 
monopoly capitalism”, as some Marxist writers of th» time 
regarded it;| and if the latter, how are its claims to be compared 
with those of some of Schumpeter’s work in affording a dynamic 
justification of monopoly that has proved so very influential? 
Again, there is the kind of problem posed, even more recently, 
by the suggestion of a Soviet economist (writing on the cen- 
• tenary of Das Kapital) that a distinction can be drawn between 
political f^conomy proper (in the classical and Marxian sense) 
and generalised applied economics, which in taking the socio- 
institutional basis of society for granted can produce theoretical 
models about the mechanical structure and^ functioning of that 
economy which have objective validity, and hence by impli- 
cation are to be distinguished from ‘bourgeois apologetics’ 
(much of modern macro-economic theory, especially growth- 
models, being cited in illustration). J It would certainly seem as 

Economy “remainfing] a science only so long as the class-struggle is latent or 
manifests itself only in isolated and sporadic phenomena” and of Ricardo as 
the “last great representative” of the classical school; also of the period between 
1820 and 1830 as being “notable in England for scientific activity in the domain 
of Political Economy”. It was the period after 1830 (when “the class struggle, 
practically as well as theoretically took on more and more outspoken and 
threatening foims”) which he treated as “ sound [ing] the knell of scientific 
bourgeois economy” and introducing “in place of genuine scientific research, 
the bad conscience and evil intent of apologetic”. Earlier he had described 
Ricardo (in the Grundmse) as being “the economist par excellence of production” 
(which for Marx was fairly high praise) ; and in the Theorien uber cLm Afehrwert 
he was to speak of “the scientific importance, the great historical value of 
Ricardo’s theory”, despite its defects {Theorien, ed. KauLsky (Berlin, 1923) 
Vol. II, pp. 4-5 ; Eng. trans. by G. A. Bonner and Emile Burns, Theories of 
Surplus Value: Selections (London, 1951) pp. 203-4). 

* Capital, Vol. i (Moore and Avcling ed.) p.^ 6230. 

t Cf. inter alia, the Soviet textbopk on Political Fronomy, Eng. ed. (London, 1957) 
pp. 393-4; and a somewhat less crude expression of this standpoint. Fundamentals 
of Marxism-Leninism, ed. O. Kuuslnen, Eng. trans. (London, 19^1) pp. 338-9. 
} V. Afanaseyev, Voprosi Ekonomiki, No. 7, 1967, pp. 14 seq. 
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though an ideological role of a theory in affording some kind 
of justification of the existing system, and hence in assuaging 
criticism and fending off revolt (or in the opposite case afford- 
ing a condemnation of the status fluo) can be distinguished from 
a theoretical analysis that does mo more than afford certain 
policy-corollaries {e.g. as regards budgetary policy) for govern- 
ments meeting particular contingencies (‘social engineering’ 
in some limited ad hoc context). At the same time the line does 
not se‘fcm at all easy to draw between both these types of theory 
and an aj'parently objective study of the general conditions of 
market equilibrium (static or dynamic) of which the Walrasian 
system affords a good example. 

This example might seem to suggest that the answer depends 
on whether the latter type of theory lays itself open to nor- 
mative interpretation, and whether certain normative con- 
clusions are explicitly derived, as was in fact the case with the 
Walrasian system once there was attached to it the theorem 
about maximising utility under conditions of free competition. 
That this is one way in which formal analysis can have, and 
has had' apologetic implications cannot be denied. But is it 
the only way? If so, it might seem that the formal analysis per 
se could be acquitted of the result, and the apologetic function 
be attributed to normative intrusion; the fact that one type of 
analysis lent itself more than another to such treatment {e.g. 
by casting utility in a key role) being ‘ accidental ’ so far as the 
analysis per se was concerned. To adopt this view, however, 
would be to neglect what was emphasised earlier; namely that 
theoretical analysis, at any rate in a social theory like economics, 
inevitably has a causal story to tell. Different types of causal 
story may have very different implications for what it is possible 
to do anS to achieve by way of policy and social action; thus it 
is relevant, indeed crucial, for establishing what alternatives 
are viable - whether, indeed, there is any viable ^alternative to 
the existing socio-economiq framework - and this entirely 
within the bounds of ‘positive* and now-normative discourse. 
One may instance the simple contrast between Keynesian and 
pre-Keynesian treatment of the determinants of the level of 
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income and qf employment, which essentially turned on the 
former depicting the order of causal determination as being that 
of investment saving (via the multiplier-effect on income of a 
change in investment);* whereas pre-Keyncsian theory had 
treated investment as being •determined and limited by saving 
via the influence of the latter oi> the rate of interest. On the 
quite crucial implications of this theoretical shift for policy (in* 
particular, as regards practicable techniques and instruments 
for combatting unemployment and influencing the lev^l of 
activity) one need scarcely enlarge. Even so, one could say that 
this kind of shift of causal sequence (within what Marx would 
have termed the ‘sphere of circulation') did not change 
fundamentally the conceptual picture of how a capitalist system 
functioned. More crucial for this is the contrast between 
theories that approach the determination of prices, or the 
relations exchange, through and by means of conditions of 
production (costs, input-coefficients and the like) and those 
that approach it primarily from the side of demand. 

Undoubtedly this latter has been the principal and distin- 
guishing contrast between the two main and rival systems of 
economic thought in the nineteenth century and since; and it 
is a distinction that is concealed by purely formal attempts to 
‘reconcile’ them, or alternatively to interpret the differences 
between them in exclusively formal terms. Moreover, the con- 
trast goes deeper than at first sight would appear because, as 
we shall see, it involves a difference in the ‘frontiers* of the 
subject, or in the factors and influences included within the* 
circle of relevant influences or determining factors. For the 
classical economists, and especially for Marx, the study of 
Political Economy and the analysis of exchange-value neces- 
sarily started from those socio-economic conditions tha> shaped 
the class relations of society. Adam Smith considered it im- 
portant to distinguish the “early and rude state of society which 
precedes both* the accumulation of stock and the appropriation 

♦ Cf. the fuller statement of the causal pattcAt implied by Keynes’s General Theory 
in Mathur, Steady Growth^ p. 71 • Also A. Tustin^ Ihe Mechanism of Economic Systems 
(London, 1958) pp. 4, 7 seq., on “a sequence of dependence” in 6ie Keynesian 
system. 
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of land” from class society after “stock has accumulated in the 
hands of particular persons”; while Ricardo saw “the laws 
which regulate” distribution as “the ‘principal problem in 
Political Economy” since these explained the principles accord- 
ing to which “the product of the^arth is divided among three 
classes of the community, namely the proprietor of the land, 

* the owner of the stock or capital necessary for its cultivation, 
and the labourers by whose industry it is cultivated”.* One 
could say that for them Political Economy was a theory of 
distributii'n bjsfore it was a theory of exchange-value: certainly 
Ricardo, as we shall see, devised his theory of profit before he 
perfected his theory of value as foundation and framework of 
the former. More deliberately and explicitly Marx always 
emphasised the distinction between the essential processes and 
relations in human society and the realm of appearances 
identifying exchange, or commodity-money circulation, with 
the latter, and social relations of production with the former. 
Concentration of attention upon exchange per se, isolated from 
its socio-historical, setting, was the source of ‘false conscious- 
ness’ ahd delusive theorising. He said in his polemic against 
Proudhon: “In principle there is not exchange of products, but 
exchange of labours which compete in production. It is on the 
mode of exchange of productive forces that the mode of exchange 
of products depends.”! The same idea recurs in his reference 
to “fetishism of commodities” in Das Kapital: “A definite 
social relation between men assumes in their eyes the fantastic 
' form of a relation between things”;! and again in his Theorien 
fiber den Mehrwert (speaking of post-Ricardian vulgdrokonomie ) : 
“the existence of the revenue, as it appears on the surface, is 
separated from its inner relations and from all connections. 
Thus lihd becomes the source of rent, capital the source of 
profit, and labour the source of wages.”§ The boundaries of the 

* Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations^ 4th cd., 
complete in one volume (London, 1826) Book i, Ch. vi, p. 51 f D. Ricardo, On the 
Principles of Polit^ al Economy and Preface; Works and (^rrespondence of 

RicardOf Sraffa cd. (Cambridge, 1951) Vol. i, p. 5. 
t Misire de l(t Philosophie (1847 cd.) p. 61. 

X Capital, Vol. i (trans. Moore and Aveling, London, 1886) p. 43. 

§ Theorien uber den Mehrwert, ed. Karl Kautsky (Berlin, 1923) Vol. iii, pp. 521-2. 



INTRODUCTORY 


33 

subject as he, drew them were accordingly not arbitrary: they 
were regarded, consistently with his interpretation of historical 
development, as necessary for embracing all the factors neces- 
sary to any explanation that was to be both complete and 
substantial. 

By contrast with this approach the methodology ushered in 
by the ‘Jevonian revolution’ and given more systematic formu- 
lation by Menger and the ‘Austrian school’ sought to derive an 
explanation of exchange-value from the attitudes of individual 
consumers towards commodities as use-values catering for the 
satisfaction of individual wants. The significance of this is not 
simply (as has commonly been the focus of attention) that 
emphasis is laid at the opposite end of a chain of interdependent 
events or processes, but consists rather of two crucial conse- 
quences of this approach. First, it treated individuals, their 
structure of wants and the choices and substitutions resulting 
therefrom, as the ultimate and independent data of the 
economic problem: these were the ultimate atoms of the ex- 
change process and of market-behaviour, beyond which analysis 
did not go {e.g. it did not, indeed could not, concern itself with 
the social conditioning or social interdependence of individuals’ 
desires and b»diaviour-reactions). Secondly, it derived a theory 
of distribution as incidental to the pricing-process - as the 
pricing of ‘original factors’ or productive services according to 
the role they played in the creation of commodities which at 
first or second remove were of utility to ultimate consumers. In 
Mengcr’s conception, as we shall see later, there was a simple* 
hierarchy of ‘goods of first order’ and ‘goods of higher order’; 
the values of the latter being dependent on the former in a simple 
manner according to their role in the unidirectional process 
whereby goods or services of ‘higher order’ were productively 
transformed into final consumers’ goods and use-values. This, 
and not the ijse of the formal device of marginal increments, 
was the crux of the new trend of the last quarter of the nine- 
teenth century (a reason why the designation of ‘ marginalism ’ 
to describe the latter is misplaced) . 

Anticipating discussion in later chapters: it is perhaps 
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deserving of incidental mention that this inclusion of a theory 
of distribution within the theory of the pricing-process, as a 
constituent set of the larger se^of market processes viewed as an 
interrelated whole, is question-begging in an important respect. 
A structure of market demands ca«T only be derived from con- 
sumers’ desires, preferences t)r behaviour-reactions on the 
assumption of consumers being equipped with a given money- 
income.* Hence an initial distribution of income between 
indiviSuals is implicit in the general pricing-process, in the 
sense that it nuist be included as one of the determinants of the 
structure of demand from which all prices (including prices of 
productive factors) are derived; the whole pricing process being 
relative to this postulated distribution. A theory of distribution, 
in other words, if it is conceived as a theory of derived prices of 
productive services or factors, cannot be independent of initial 
income-distribution as essential premise, f 

The important, but much-too-seldom noticed, consequence 
of this contrast between the classical approach and the modern 
follows directly from what has been said: namely, that in the 
former income-distribution is treated as being the result of 
social institutions {e.g. property-ownership) and social relations, 
whereas in the latter it is determined by the conditions of 
exchange. In the one case it is determined from outside and in 
the other case from inside the process of market prices (Marx 
would have expressed the former by saying that social condi- 
tions and class forces were more fundamental than relations of 

* In Walras’s formulation, for example, of "rareii" as “the cause of exchange 
value” this appears as the initial “quantity possessed” of the commodities that 
are objects of exchange. (He points out, in Le^on 14 , that prices remain uncliangcd 
when redistribution of quantities among holders occurs if (but only if) “the 
value of the sum of the quantities possessed by each of these parties [to the 
exchange] remains the same”.) Appeal is made (not at all convincingly, one 
must add) to “the law of large numbers” for supposing that this condition will 
generally be fulfilled when transactions occur in a competitive market, 
t To take a quite simple example: suppose a two-commodity econorpy, with x a 
relatively cheap (compared to its utility) necessity and a rclalivcly dear luxury 
consumed only by. those with high incomes. The fact that the demand for x 
comes from low-income groups (and conversely the demand for y from those 
with high i'^comes) will tend, clieris paribus, to keep the price of x low (and of^ 
high) and likewise the price of whichever factor (e.g. lal^ur) is most intensively 
used in its production. 
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exchange).* Classically, income-distribution {e,g. the wage- 
profit ratio) was a />;»T-condition of the formation of relative 
prices. Per contra^ in post-Jevonian^nd Austrian theory income- 
distribution is drived as part^f the general pricing process - 
as a constituent set of equattons in the total cquational system 
of market equilibrium (although hot without circularity, as we^ 
have seen, to the extent that an initial distribution of income has 
to be assumed for the translation of consumers’ wants or prefer- 
ences into terms of market demand). Thus income-distribution 
is made to appear as something independents of property 
institutions and of social relations: as something supra- 
institutional and supra-historical so far, at least, as income- 
distribution between factors is concerned. We shall see later that 
this is the substance and essence of the critique of the theory of 
marginal productivity in modern discussion (the polemic against 
the so-ra?lrd ‘neo-classical’ school); although the discussion 
itself has been mainly concerned with formal matters (of 
consistency and the like). As one writer has recently put it: 
“The theory of production relations was meant to be indepen- 
dent of the institutions of society; that is, relations between men 
were treated as irrelevant for an explanation of distribution. It 
was Marx’s insight that this separation is invalid, even in the 
world of pure logic, and the significance of this distinction for 
the case of more than one capital good has been emphasised by 
the modern critics of the neo-classical parablcs.”| 

III 

What conclusion, then, in summary do we seem to have 
reached ? In brief, it is that the distinction that Schumpeter tried 
to draw between Economics as pure analysis and as Vision of 
the economic process into which ideological slant and colouring 

• It ia true that Marx treated wages (and hence, given productivity, surplus- 
value) as being gyremed by the general law of value: i.e. by the ‘value of labour 
power*. But his very definition of ‘value of labour power*, and hence the rate 
of surplus value, depended on socio-historical assumptions, while any deviation 
of the current price of labour-power from its v^lue depended on the balance of 
class forces {e.g, strength of trade unions). See Chapter 6. 
t Professor G, C. Harcourt, * Some Cambridge Controversies in the t heory of 
Capital*, Joiirrui/ of Economic Literature, Vol. vn, No. 3, June 1969, p. 395. 
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inevitably enter cannot be sustained, unless ,the former is 
restricted to the formal framework, simply, of economic state- 
ment, and not to economic theory as substantial statement about 
the real relations of economic society; since into the formulation 
of the latter, and into the very aci of judgement of its degree of 
realism, historical intuition, social perspective and vision can- 
not fail to enter. For this reason it is possible to characterise 
and to classify economic theories, even the most abstract, 
accolding to the manner in which they depict the structure 
and roots <^f e/:onornic society, and according to the significance 
of so depicting it for historical judgement and contemporary 
social practice. Indeed, to do so is an essential part of intellectual 
interpretation of the theories in question and of their place in 
the history of ideas; and \vithout such appreciation something 
crucial is lacking in our understanding of particular theories, 
treated in isolation and viewed exclusively in terms of their 
internal logical structure - and a fortiori in our understanding 
of the development of economic thought. In this sense historical 
assessment of theory and of its unfolding is essential to any full 
appreciation of theory itself, if this is taken to mean the relation 
(and implications) of formal structures to reality as well as 
analysis of formal structures per se. While the latter may 
properly be treated as a technical achievement pure and simple, 
the former, which' is crucially concerned with relevance - 
whether a theory has point or is pointless - and general viability 
as a social theory, cannot be so treated. 

Historical assessment and interpretation of economic doctrine 
has commonly consisted of enquiring into the actual problems 
that particular doctrines were designed to illuminate. This is, 
of course, an element in interpretation, perhaps an essential 
starting*' point; affording at any rate a suggestive clue. But it has 
to be recognised as no more than a starting point; and in some 
cases there may be no visible sign that concrete formulation of 
a problem preceded theoretical invention in tfie i|iind of an 
intellectual innovator. IJistorical interpretation, in other words, 
needs to be conceived more widely than this, and in k sense less 
literally. In this connection it is wise to bear in miild that the 
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unfolding and ^development of tfiought must be conceived 
neither, on the one hand, as a largely discontinuous series of 
answers (or frameworks for answers) to problems that are 
different in each successive gener^ation from those of the preced- 
ing one, nor, on the other baud, as a straight-line elaboration 
of a basic set of concepts by succeisive adaptation of these to 
problems emerging from contact with the real world. New con- 
cepts and formal structures are as much prompted by the desire 
to answer the inadequacies of (and hence to contradict? or 
‘negate’) their predecessors, so far as the latters’ relevance and 
realism are concerned, as to provide answers in any simple and 
immediate sense to contemporary problems, even if the latter 
{e.g. corn prices in 1815 or unemployment in the 1930s) give 
the impulse (or reinforce it) to reconsider the adequacy of the 
traditional conceptual structure. Quite commonly questioning 
of the old v'ill start by disclosing previously latent assumptions 
underlying the old formalism or its conventional corollaries - 
assumptions, perhaps, about the total situation on which it 
depends, or about the independence (or f^ternatively the 
specific contingency) of some factor or factors in it, or yet^again 
as to the value of certain parameters that turn out on examination 
to be crucial to the modus operandi of the model. As a sequel to this, 
attempts will probably be made, not merely to remove and replace 
these particular assumptions, but toconstruct a radically different 
picture of the total situation and to explore the implications of so 
doing ; and this even if a taste for paradox in the innovator does not 
add zest to his search for cases where new theorems show relation- 
ships or yield corollaries that are precisely opposite to the old. 

This may be, indeed, only another way of saying what has al- 
ready been said: that new concepts and theorems have to be 
envisaged simultaneously as being fashioned in response td (and 
hence patterned upon) older ones - as critical assessment of 
their adequacy to fulfil the role for which they have been 
cast - and as a reflection of clianging human experience and of 
the problems and conflicts involvedf m human social activity 
that is itself motivated by the use of abstract notions* applied 
to human beings in general, to their artifacts and to ^things’. 
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The underlying preoccupation of the early economists of the 
age cf Adam Smith was the notion of individual self-interest as 
the economic driving-force. From this was fashioned the 
general conception of an economic system propelled by a 
momentum of its own, and its motions shaped by specific 
economic laws that it was the unique contribution of classical 
political economy to disclose and establish. In Hegel’s well- 
known phrase, “out of the actions of men comes something 
different from what they have consciously willed and intended”. 
The idea of the potentially creative force of individual self- 
interest harks back to the “private vices public virtues” of 
Mandevillc’s Fable^ of the Bees (despite Adam Smith’s dismissal 
of this as “wholly pernicious”*); it is of course the substantial 
kernel within the metaphysical husk of Smith’s “unseen hand”; 
and to this even the- Theory of Moral Sentiments was germane as 
being concerned with exploring human motivation, which was 
the core of the self-acting bourgeois order. | This demonstration 
of a mechanism within the affairs of men, with which un- 
comprehending meddling of sovereign or statesmen was 
incompatible, was the crucial innovation in human thinking 
about society, essentially rtq)lacing older thinking couched in 
terms of ' natural right’, and not continuing it as has sometimes 

♦ The reason adduced was that it “seems to take away altogether the distinction 
bctwedi vice and virtue ” ( Theory of Moral Sentiments, 1 1 th ed. (Edinburgh, 1808) 
Vol. II, p. 290). 

t Wesley Mitchell said apparently that “any person’s system of economics must 
be ba-ificl upon his conception of human nature, tacit or expressed, so long as his 
system of economic theory consists of reasoning about wh^ pecple will do”. 
He then went on to speak of Bentham’s “potent influence upon the development 
of economic theory” as being “due to the fact that he formulated far more 
explicitly ^nd clearly than a'nVbody else the conception of humaii nature which 
prevailed among his contemporaries” (Wesley G. Mitchell, Lecture Notes on 
Types of Economic Theory (New York, 1949) i, pp. 90-1). 
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been alleged.* As Lord Robbing has said, although Smith “so 
frequently uses the terminology of Naturrecht'\ his “arguments 
are so consistently •utilitarian Jn character What was 
strikingly new ^in Smith’s “principle of Natural Liberty”, 
which he enunciated as ear]Y*as 1749, was the empirical asser- 
tion that (as Schumpeter parap^^rased it) “free interaction of 
individuals produces not chaos but an orderly pattern that iS 
logically determined - a pattern which, accordingly, could 
be elucidated in rational terms. It is true that much reference 
was made at the time to the ‘natural order’, and that this was 
endowed with an inherited esteem withheld from artificial man- 
made contrivances. But the real content of this so-called natural 
order was (in Dugald Stewart’s words in his Memoir of Adam 
Smith) “allowing every man, as long as he observes the rules 
^ of justice, to pursue his own interest in his own way, and to 
bring both his own industry and his capital into the freest 
compethioji with those of his fellow citizcns.”§ It was, moreover, 
specially characteristic of the whole school that preoccupation 
with economic policy was uppermost in their minds. This pre- 
occupation preceded and shaped their ideas about the economic 
order quite as much as it followed in the wake of these ideas and 
as corollary to them. 

In similar vein the Physiocrats, the French school of 
eighteenth-century economistes^ were preoccupied with trans- 
forming the traditional policies of governments with respect to 

* E,g. by Cxunnar Myi dal in The Political Element in the Development of Economic 
Theory (London, 1953) value was “usually identified with the ‘ju^t’ or ‘right* 
price, the justum pretium'\ and the tlieory of natural law “was the starting point 
both of the labour theory of value and of the doctrine of ccoiiumir liberalism” 
(pp. 60, 71). Elsewhere he defines “the essence of this philosophy” of natural 
Jaw as “a direct identiiication of teleology and causality’* [Value in Social 
Theory, ed. by Paul Streeten (London, ipjH) p. 206). Schumpeter speaks of 
Benthamite utilitarianism as “nothing but another natural-law, system** 
[History of Economic Analysis, p. *32). 

t ’Ehe Theory oj Economic Policy in English Classical Political Economy (London, 1952) 
p.48. 

{ History of Economic Analysis, p. 18^. 

§ Biographical Memoirs, cd. by Sir William Hamilton (Edinburgh, 1858) p. 60. J. K. 
Ingram said of Smith’s “system of natural liberty” that “this theory is, of course, 
not explicitly presented by Smith as a foundatk*.. of his economic doctrines, but 
it is really the secret substratum on which they rest” [History of Political Economy 
(London, 1907) p. 91). 
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trade and taxation;* and to this end they fashioned the concept 
of an “economic order”. In a sense they did this more ‘objec- 
tively’ than Smith and the English schooj, since they were less 
concerned with human nature and motivation and directed 
their attention towards the structure or pattern of commercial 
relations - towards a physiology of edonomic society - with 
procedures and rules of its own to which governmental policy 
must be adapted if not subordinated.! To quote Professor 
Meeld. “The Physiocrats assumed that the system of market 
exchangr* which it was their main purpose to analyse was sub- 
ject to certain objective economic laws, which operated in- 
dependently of the will of man and which were discoverable 
by the light of reason. These laws governed the shape and 
movement of the economic order, and therefore ... the shape 
and movement of the social order as a whole.”! What was 
peculiar to their approach was that they had seen the crucial 
point of framing the question as to the source and explanation 
of a produit net or surplus, and made an answer to this the pivot 
of their system. They postulated (as an empirical observation 
presum&bly) that production in agriculture alone was capable 
of yielding a produit net or surplus. The presumptive evidence 
for this was that a whole class of landowners in f^ct lived upon 
this in the form of rent of land; the implication being that in 
this way, and in'this pursuit par excellence^ Nature showed her 
bounty to the hand of man. “Surplus-value appears as a gift 
of nature'^ (Marx).§ In other lines of human economic activity 
♦ man-made productive inputs (to use modern terminology) 
could replace themselves but in general could do no more: in 

• This is clear from the discussion between Mirabeau and Quesnay which con- 
verted the former to Physiocracy, even if the point immediately at issue was 
populapon-policy (cf. R. L. Meek, The Economics of Physiocracy (London, 1962) 

pp. i6“i8). 

t Qpesnay’s Philosophic Rurale: “If the moralists and philosophers do not base 
their sciences on the economic order, on agriculture, their speculations will be 
useless and illusory. They will be doctors who perceive only symptoms and ignore 
the disease. Those who depict for us the morkls of the age without going back to 
causes are only speculators and iv:>t philosophers “ {cit. ibid., p. 69). 

+ It>id., p. 19. . ^ 

§ Theories tf Surplus-Value, Part i, trans. Emile Burns (Moscow, n.d.) 

p. 51. 
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this sens£ they were sUrile and not productif.* From this followed, 
rather obvious^y, the famous VUnpdt unique. If agricultural 
activity was source of the surplus on which both State and 
aristocracy alike depenfied, it followed that everything restric- 
tive of such activity was to be condemned as socially harmful, 
such as restrictions on trad^ and taxation burdensome to 
farmers and traders, s*apping the sources of those avances 
fonciires, primitives and annuelles upon which the extent of this • 
productive activity depended. This W2is, in turn, the crux of 
their analysis of the circular flow of exchange (it would prol^bly 
to-day be termed a 'moder) embodied in Quesnay’s famous 
Tableau Economique. (“Cantillon and Quesnay hacf this concep- 
tion of the general interdependence of all sectors and all ele- 
ments of the economic process in which - so Dupont actually 
put it - nothing stands alone and all things hang together/’f) 
To this was added, rather than logically connected with, a 
parallel notion to that which we have seen characterised 
English writers of the eighteenth century: that individual 
interests, when free to operate, served the public good, and this 
by the “ magic of competition, which in “ well-ordered society’’ 
ensures “that each man works for others, while believing that 
he is working for himself”. For this, however, appeal w2is made, 
not to any logical demonstration that this must be so, but to 
“principles of economic harmony” bestowed upon the world 
by divine benevolence. J 

Regarding the ‘debt’ which Smith is sometimes said to have 
owed to the French School, with which he came into contact 
during his tour of France and Switzerland in 1764-6, the true, 
picture would seem to be one of parallel and independent 
generation of ideas rather than dependence upon a single 
original source. We now know that many of the characteristic 
notions developed by Smith in the Wealth of Nations were 
present in embryo, at least, in his early lectures piior to 1764. 

* Since they lack^ a theory of value, no distinction between physical and value 

productivity was introduced *(a5 Schumpeter observes, History of Economic 

Analysisy p. 238). 
t Ihid.y p. 942. 

t Cf. Meek, Economics of Physiocra<y, p. 70. 
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This was the case, for example, not only with the idea of the 
division of labour as being limited by the extent of trade, but 
also that of the beneficial role of individual self-interest as 
expressed in his telling aphorism that “it is not from the 
benevolence of the butcher, the brewer or the baker that we 
expect our dinner, but from thdi* regard to their own interest. 
We address ourselves, not tb their humanity, but to their self- 
love, and never talk to them of our own necessities but of their 
advantages.”* What Smith may well have derived from his 
Frefich visit (in addition to reinforcement of his belief in econo- 
mic liberty), is the notion of capital as involving an ‘advance’ 
in time - in advance, that is, of production or at least of its 
completion: a notion which implicitly contained all the essen- 
tials of capital theory as subsequently developed, so far as this 
has treated the crux of the problem of capital and its invest- 
ment as revolving on time. At any rate, the notion of capital as 
consisting essentially of wage-advances to labourers ran through 
classical Political Economy in England. f E.ven here, however, 
Adam Smith seems to have had something of the same idea in 
his early lectures , when he said that “every trade requires a 
stock of food and clothes and lodging to carry it on” and that 
“the number of people that arc employed must be in propor- 
tion to it”.J While expressly dissenting from the key principle 
of the Physiocratic system that agriculture was alone creative 
of produit net, he conceded the point of it so far as to accept the 
ideaof the ‘two surpluses’ in agriculture. “Farmers and country 
labourers, indeed, over and above the stock which maintains 
and employs them, reproduce annually a neat produce, a free 
rent to the landlord. As a marriage which affords three children 


* Wealth of Nations, complete in one volume (London, 1826) p. 21. 
t This notion entailed his (and his successors of the Classical School) conceiving 
much less than modern economists of capital as a factor of production separate 
from but on a par with labour; and when Ricardo, for example, spoke of the 
diminishing productivity of successive amounts of capital employed on the land, 
this was not something which he distinguished^as does moderiwitarginal produc- 
tivity theory) from the productivity of successive amounts of labour employed on 
the land. • 

{ Lectures on Justice, Police, Revenue and Arms by Adam Smith, report^ by a Student in 
17S3, cd. Edwin Cannan (Oxford, 1896) p. 181. 
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is certainly more productive than one which affords only two, 
so the labour bf farmers and country labourers is certainly more 
productive than tha| of merchants, artificers and manufac- 
turers.”* Perhaps connected with this was Smith’s view that 
we shall consider later abou^ the relation of the landowners’ 
interest to the general* sociil*interest. 

II 

The ‘natural laws’ of this self-regnlating economic order was 
the dominating concern of classical political econoftny to 
enunciate. Whereas by Quesnay this had been conceived of in 
terms of a flow or exchange-circuit fertilising the realm, by 
Smith it was viewed in terms of market forces establishing 
certain ‘ natural values ’ by dint of the operation of competition 
upon supplies and upon demand. Such ‘natural values’ then 
became a term of comparison, or norm, with which all ‘ artificial 
prices’, e.»id,b!ished by interferences and obstacles in the shape 
of legal regulations, “exclusive privileges of corporations, 
statutes of apprenticeship” and monopolies, could be contrasted 
and exposed. ‘Market price’, on the othcr»hand, dependent on 
particular and ad hoc configuration of supply and cTemand at 
any given time and place (“regulated by the quantity which is 
actually brought to market and the demand of those . . . who 
may be called the effectual demanders”) tended, when con- 
ditions of freedom allowed, towards the ‘natural’ level in the 
course of time, but in a changing or imperfectly free world was 
never coincident therewith. “The natural price ... is, as it 
were, the central price, to which the prices of all commodities 
are continually gravitating. Already in the early lectures 
this conception was fully in mind : “ whatever police tends to 
raise the market price above the natural, tends to diminish 
public opulence”; “all monopolies and exclusive* privileges 
of corporations, for whatever good ends they were at first 
instituted, have the same bad effect” as “taxes upon exporta- 
tion and importation” which “also hinder commerce”. J It 

• Wealth of Nations, p. 634. t P* 

t Lectures , * * by Adam Smith, ed. Cannan, pp. 1 78, 2$6. 
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is by far the best policy to “ leavt things to their natural course 
Of so general a statement as this no proof was afforded. None- 
theless it is not a metaphysical statement, nor was the notion 
of ‘natural value’ per se (thaf the equilibrium it defined was 
hypothetical does not make it metaphysical)^ even if some 
metaphysical aura attached to it by« reason of the terminology, 
which no doubt gave it much, greater rhetorical impact for a 
contemporary audience (as well as subsequent ones) - an audi- 
ence that was steeped in metaphysical notions about ius naturalis, 
Wh^n it came to more precise definition of this natural value 
and its determination, Adam Smith had remarkably little to 
say beyond the statement that this was the equilibrium price 
that competition would in due course yield through the 
operations of supply and demand ~ towards which “ the prices 
of all commodities are continually gravitating”. A commodity’s 
“natural price” is defined as being equal to the sum of the 
“natural rates of wages, profit and rent”, which arc in turn 
defined as the “ordinary or average rate” of wages, profit or 
rent prevailing in “the general circumstances of the society” at 
the time: in other words, as determined by the general con- 
ditions of cupply and demand for labour, stock and land, whicli 
govern respectively the three “component Parts of the Price 
of Commodities”, into which “in every society the price of 
every commodity finally resolves itself into some one or other, 
or all of those three parts”. It is then shown how when “the 
quantity brought to market should at any time fall short of the 
effectual demand”, or conversely, “some of the component 
p^rts of its price must rise above their natural rate”, or alterna- 
tively fall below it, and how this will influence the supply 
forthcoming in the ensuing period in such a way as to adapt it 
to the level of demand. Thus the justification of competition, 
with its tendency amid frequent and sometimes large fluctu- 
ations to equate market price with natural price, was that “the 
whole quantity of industry annually employed in order to 
bring any commodity to market, naturally suits i^elf in, this 
manner to the effectual demand”.’ 

• Wealth qp Nations, pp. 53, 58-65. 
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At the outset, it is true, there is a hint of a labour theory of 
natural value, both^in the discussion of “real and nominal 
price*’ (of which more will be said in a moment) and at the 
opening of Chaf^ter vi of Book i, ‘Of the component Parts of 
the Price of Commodities ’/But this is quickly shown to apply 
only to “ that early and rude stfate of society which precedcj 
both the accumulation of stock and the appropriation of land”. 
Then indeed will “the proportion between the quantities of 
labour necessary for acquiring different objects ... be the only 
circumstance which can afford any rule for exchanging them 
for one another ... In this state of things, the whole produce 
of labour belongs to the labourer; and the quantity of labour 
commonly employed in acquiring or producing any commodity 
is the only circumstance which can regulate the quantity of 
labour which it ought commonly to purchase, command or 
exchange lor.”* But “as soon as stock has accumulated in the 
hands of particular persons, some of them will naturally employ 
it in setting to work industrious people, whom they will supply 
with materials and subsistence, in order to make a profit by 
the sale of their work, or by what their labour adds to the value 
of the materials”. In such circumstances, “the value which the 
workmen add to the materials resolves itself in this case into 
two parts”, wages and profits. “In this state of things, the 
whole produce does not always belong to the labourer. He 
must in most cases share it with the owner of the stock which 
employs him.” It follows that “in the price of commodities . . . 
the profits of stock constitute a component part altogether 
different from the wages of labour, and regulated by quite 
different principles”. Moreover the ratio of these two com- 
ponents may vary considerably in different lines of production. | 
As has been frequently observed, there is here a hint of a 
‘deduction’ theory of profit; both profit and rent being treated 
by implication as deductions from what is ‘naturally’ or 
‘originally’ the product of labour. { What is no more tlian a 

• Ibid,, p. 51. t W, pp. 52, 53- 

{ It is noteworthy that Marx treated this as being a concept of surplus value, at 
least in embryo - and Ricardo’s theory even more so : as a *' theory of surplus- 
value which of course exists in his work, although he does not define surplus- 
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hint in the case of profit becomes rather more e^q^licit when he 
comes to the third component, rent of land, with the remark 
that “landlords, like all other men, love to reap where they 
never sowed, and demand a rent even for its natural produce*’. 
(To this is added: “The wood of the forest, the grass of the 
field, and all the natural fruits of the earth, which, when land 
was in common, cost the labourer only the trouble of gathering 
them”; whereas now he must “pay for the licence to gather 
them; and must give up to the landlord a portion of what his 
labour either, collects or produces”.)* If such a ‘deduction’ 
theory were^ indeed, intended, it could plausibly be interpreted 
within the framework of some theory of ‘natural right’. This 
would certainly be consistent with the general setting within 
which Adam Smith placed it. But it could equally well be 
interpreted in a comparative-historical sense as an incipient* 
theory of exploitation, viewed as a social relationship, in a sense 
analogous to that of Marx.f 

Thus we have in Smith a theory of price that can be charac- 
terised (in Mr Sraffa’s description of it)J as an ‘Adding-up 
Theory’' - a summation (merely) of three primary components 
of price. It has alternatively been described as a simple Cost of 
Production Theory; in which guise it has been handed down 
through the nineteenth century and become known in text- 
books of the subject. Smith drew from it a corollary which can 
be seen on examination to be questionable testimony to this 


value as distinct from its particular forms, profit, rent, interest”. He incidentally 
praises Adam Smith (his “great merit”) for his historical sense in seeing (much 
better than Ricardo) that “with the accumulation of capital and the appearance 
of property in land . . . something new occurs” {TTuories of Surplus ValuCy 
Part I, tr. E. Burns (Moscow, n.d.) pp. 83-6, Part ii, trans. Renate Simpson 
(Moscow, 1968; London, 1969) p. 169). 

• Wealth of Nations, p. 53. 

•f It was in this sense that Bortkievicz later spoke of a “deduction” theory of 
profit, preferring this designation to that of “exploitation”. We have just seen 
that Marx treated Smith’s theory in this sense as a theory of suiflus-value, 
although without the attribution of it to thfc historical em6gence bf labour- 
|X)wcr itself as a commodity. ^ 

X General Introduction to Vol.. i of Works and Correspondmee of David t^ardo, ed. 
P. Sraffa (Cambridge, 1951) p.^xxxv. Marx spoke of Smith’s mode of determin- 
ing natural value “by adding together the natural prices of wages, profit and 
rent” {Theories of Surplus-Value, Part 1, p. 95). 
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adding-up-cum-supply-and-demand theory as an adequate 
explanation of value. The corollary, to which some considerable 
importance was attached, was to the effect that a tax on 
necessities, or more particularly on food, would have a more 
fundamental effect than other iSixes, since by raising the level 
of (money) wages it would eventually raise the prices of all 
commodities. Thus “the money-price of corn regulates that of i 
all other home-made commodities’*.* The implication that 
when corn rises, everything rises, immediately provokes^ the 
question: ‘rises in terms of what?^ This question was to be 
asked, as we shall see, by Ricardo, and was to forrh the spring- 
board of Ricardo’s criticism of Adam Smith’s treatment of 
value. 

The first occasion, however, when Smith seems to relate 
exchange-value to labour is in the fifth chapter of Book i in 
connection with what he calls “the real measure” of exchange- 
able value, “or wherein consists the real price of all com- 
modities”, as the chapter-heading has it. Since misconception 
has not been uncommon, there is need to emphasise that in this 
chapter he is concerned, not with the cause or ‘rule’ [i.e. 
principle) of value, but with the standard of measurement in 
terms of which the values of commodities and changes in them 
can be properly estimated. Although these two things were 
closely connected in the thought of the time, the latter in par- 
ticular being regarded as a key to the former (as we shall sec 
again with Ricardo), they are distinct and separable questions, 
and it was the second and not the first that was here Adam 
Smith’s immediate concern. After remarking that the exchange- 
able value of a commodity is “ more frequently estimated by the 
quantity of money, than by the quantity either of labour or of 
any other commodity which can be had in exchange for it”, he 
proceeds to point out that money is itself variable (witness the 
great Tudor inflation) according to variations in the amount of 
labour that gold and silver cost to mine. “As a measure of 
quantity, such as the natural foot, fiathom, or handful, which is 
continually varying in its own quantity, can neyer be an 
• Wealth of ^fattens, p. 470. 
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accurate measure of the quantity of other things, so a com- 
modity which is itself continually varying in its own value can 
never be an accurate measure of the value of other commodi- 
ties.” Having rejected money he falls bade on labour as the 
only possible standard; and the'>reason he gives for doing so is 
of some interest. It is that “equal quantities of labour, at all 
times and places, may be said to be of equal value to the 
labourer. In his ordinary state of health, strength and spirits; 
in the ordinary degree of his skill and dexterity, he must always 
lay down th^ same portion of his ease, liberty and his happiness 
. . . Labour alone, therefore, never varying in its own value, is 
alone the ultimate and real standard by which the value of all 
commodities can at all times and places be estimated and com- 
pared. It is their real price; money is their nominal price 
only.”* Perhaps one could translate this into Marshallian 
terminology and say that it was equivalent to claiming that 
labour was the ultimate real cost involved in economic activity 
and was accordingly the only satisfactory standard in terms of 
which the changijig values of all commodities, including the 
prccioifs metals as the money-commodity, could be measured. 

In the paragraph from which this passage is quoted Adam 
Smith seems to hold the distinction quite clearly between the 
amount of labour which the production of a commodity costs 
and the price at which that labour will exchange in the market 
(or what Marx, as we shall see, was to term the value or price 
of labour-power). He says that “the price which he [the 
labourer] pays must always be the same, whatever may be the 
quantity of goods which he receives in return for it. Of these, 
indeed, it may sometimes purchase a greater and sometimes a 
smaller quantity; but it is their value which varies, not that of 
the lab6ur which purchases them. At all times and places that 
is dear which it is difficult to come at, or which it costs much 
labour to acquire; and that cheap which is to be had easily, or 
with very little labour.” Again, in the very next p^agraph he 
says: “But though eqqal quantities of labour arc always of 
equal value to the labourer, yet to the person who employs him 

p. 37. 
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they appeal* sometimes to be of greater and sometimes of 
smaller value. He purchases them sometimes with a greater and 
sometimes with a smaller quaiAity of goods, and to him the 
price ot labour'seems to vary*like that of all other things ... In 
reality, however, it isjthe goods which are cheap in the one case 
and dear in the other.”* 

Yet surprisingly one finds him speaking elsewhere in the same 
chapter of ‘"the quantity of labour which it [a comijiodity] 
enables him to purchase or command” as being the “real 
measure of exchangeable value of all commodities”: this is 
stated, indeed, in the opening paragraph of that chapter.f This 
was to form the basis of Ricardo’s criticism that he, apparently, 
confused the price of labour (in the sense of the wages paid) with 
the quantity of labour required to produce a given product, and 
that he accordingly fluctuated between a labour-commanded 
standard and labour-embodied. (Said Ricardo of Smith, “who 
so accurately defined the original source of exchangeable 
value”, that he “has himself erected another standard measure 
of value . . . not the quantity of labour bestowed on the produc- 
tion of an object, but the quantity which it can command in 
the market: as if these were two equivalent expressions”.)]: 

One could, indeed, regard this notion of labour-commanded 
in the context of a standard or measure as being parallel to the 
notion of wages as a cause of value, in the sense of “ a component 
part of a price”, which we have seen that Smith adopted as 
basis of his corollary about the governing role of corn [qua^ 
wage-good) in the formation of the prices of all other commodi- 
ties. Evidently the two contrasted measures that were to be 
keenly debated between Ricardo and Malthus will yield 
identical results if (but only if) wages remain constant a%a propor- 
tion of total value produced (which means that wage-changes 
over time are tied to changes in productivity of labour) .§ On 
♦ Ibid., pp. 37-8.^ . t p. 35. 

t Works and Correspondence of David Ricardo, cd. P. Sraffa, Vol. i, pp. 13 “" * 4 * 

§ To take a simplified example : suppose tlmt at a certain date a bushel of com 
takes 3 units of labour to produce and a cenUflry later only 2 units. Measured 
in terms of labour embodied, com would fall over the century *by one-third. 
Suppose that wages at the earlier date consisted of J bushel per unit of labour. 
Then it would follow that three-quarters of the total product must go as wages. 
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the other hand, in the context of a causal rule or .principle for 
the formation of price or exchange-value, a wages-theory and 
an embodied-labour theory will be equivalent (ignoring rent) 
if (but only if) the proportion of Jabour to capital, and hence 
the ratio of wages to profit, is uniform in all lines of pro- 
duction. 

It cannot be said that Adam Smith made much use of this 
conception of a measure of value in terms of labour, in either 
of the senses to which he alludes. Since it is directly related to 
the question of the proportionate division of the product, one 
could have expected it, perhaps, to lead into some discussion of 
this subject, in the form of a more extensive disquisition upon 
the subject of distribution. This, however, properly speaking 
we do not find. What we do find as a sequel to the enquiry into 
the Component Parts of the Price of Commodities is two related 
propositions concerning the tendency of two of these components 
(wages and profits) towards uniformity as between different 
employments and industries, and the determination of the 
general level of eaoh by conditions of supply and demand for 
labour and for capital respectively. The “circumstances which 
naturally determine” the rate of wages and the rate of profits, 
as well as their differences “in the different employments of 
labour and stock”, form the subject-matter of the ensuing 
chapters (vni, ix and x), followed by a separate treatment of 
the Rent of Land. It is in the first of these chapters that, in 
addition to the well-known remarks about “improvement in 
the circumstances of the lower ranks of the people” being an 
advantage (“no society can surely be flourishing and happy, of 
which the far greater part of the members are poor and miser- 
leaving one quarter available for profit (ignoring rent) ; in terma of labour- 
commanded one bushel would have equalled 4 units. If the corn-wage had 
remained unchanged (x.r. at ^ bushel per unit), then at the later date only half 
the product would go in wages and a half be left over as profit; and in terms of 
labour-commanded the measure com woifld have remained unchanged. For 
corn to have fallen by one-third jn terms of labour-commanded dif well as in 
terms of labour-embodied egm-wages would have had to rise over the period 
from i to of a bushel, ue, by a half, or by as much as productivity had risen 
(from which it would follow that the proportionate division of the product into 
wages and profit had remained constant). 
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able”),* and •about masters having superiority in bargaining 
power and being “always and everywhere in a sort of tacit, 
but constant and uniform, combination, not to raise the wages 
of labour above their actual raj;e”,f there is the clearest general 
statement about the dependence of wages mainly upon the rate 
oi change in the demand for labour; this being in turn dependent 
upon the rale of accumulation of capital or stock. “The demand 
for those who live by wages . . . necessarily increases with the 
increase of the revenue and stock of every country, and c&nnot 
increase without it ... It is not the actual greatnr;ss of national 
wealth, but its continual increase, which occasions a rise in the 
wages of labour. It is not, accordingly, in the richest cotintries, 
but in the most thriving, or in those which are growing rich 
the fastest, that the wages of labour are highest.” J And again; 
•“It deserves to be remarked that it is in the progressive state 
when tht society is advancing ... rather than when it has 
acquired its full complement of riches, that the condition of the 
labouring poor . . . seems to be the happiest and the most 
comfortable. It is hard in the stationary, and miserable in the 
declining state. The progressive state is in reality the cheerful 
and the hearty state to all the different orders of the society. 
The stationary is dull, the declining melancholy.”§ This 
emphasis on the rate of change, rather than on the level of de- 
mand, is joined with, indeed follows from, a view of population as 
tending always to catch up with any growth of demand and of 
wages (“if this demand is continually increasing, the reward of 
labour must necessarily encourage in such a manner the 
marriage and multiplication of labourers”), until “excessive 
multiplication” of hands shall outpace this demand at the first 
sign of slackening of its increase, and thus “force back its 
[labour’s] price to that proper rate which the circumstiinces of 
the society required”. “In this manner”, it is concluded, “the 
demand for men, like that for any other commodity, necessarily 

Wealth of Nations^ p. 80. In addition it is argued (contrary to a common scvcntcenth- 
and eighteenth-century view) that plenty and ^"od wages are favourable to 
industry and productivity: “where wages are high we shall find the workmen 
more active, diligent and expeditious, than when they are low*’ (p. 83). 
t Ilnd., p. 69. J Ibid., p. 71. § Ibid., p. 83. 
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regulates the production of men; quickens it when it goes on 
too slowly, and stops it when it advance^ too fast.”* 

As for profit, this is also affected by “the increasing or 
declining state of the wealth of tJie society”, but in an opposite 
manner. “The increase of stock,* which raises wages, tends to 
iower profit. When the stocks of many rich merchants are 
turned into the same trade, their mutual competition naturally 
tendi^to lower profit; and when there is a like increase of stock 
in all the different trades carried on in the same society, the 
same competition must produce the same effect in them all.”| 
The result may be a fall in the price of many commodities, 
even if rising wages have the effect of raising the price of others. 
This Smithian reason for a falling rate of profit in the course of 
progress was, again, a subject for later criticism from Ricardo^ 
who evidently regarded it as a striking example of the in- 
adequacy of supply-and-demand explanations upon which 
Smith (and in his footsteps Malthus in particular), so largely 
relied. In the form in which it stood, at any rate, the conclusion 
relied on a questionable generalisation of what tends to happen 
in a single trade to the macro-level of all trades. 

As regards differences of wages and profits in different employ- 
ments (differences, ue, that are consistent with ‘natural price’ 
and not deviations tKerefrom), his treatment amounts to the 
well-known theory of equal net advantages. Chapter x opens 
with the clear and unambiguous statement that “at least in a 
• society . . . where there was perfect liberty, and where every 
man was perfectly free to chose what occupation he thought 
proper, and to change it . . . the whole of the advantages and 
disadvantages of the different employments of labour and stock 
must, in the same neighbourhood, be either perfectly equal, or 
continually tending to equality”. Manifestly, “if in the same 
neighbourhood there was any employment evidently either 
more or less advantageous than the* rest, so many peo|)le would 
crowd into it in the one case, and so many people would desert 
it in the .other, that its* advantages would soon return to the 
level of other employments ”.J The result would be that wages 
* Ibid., pp.^8i-a. t Ibid., p. 89. t Ibid., p. 99. 
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and profits would continually tend to be t/nequal by just so 
much as would offset the differences in the balance of advantages 
and disadvantages o/A^jtthan the pecuniary gain. Five “ principal 
circumstances” \vere then listed as responsible for such depar- 
tures of money earnings froip, uniformity: the “agreeableness 
or disagreeableness of the employments themselves”, the ease 
or difficulty of learning the trade, constancy or inconstancy of 
employment, the degree of responsibility attached to the calling 
in question and the degree of uncertainty of success. As^ the 
second part of the chapter underlines, however, “the policy of 
Europe, by not leaving things at perfect liberty, occasions other 
inequalities of much greater importance”; and by implication 
such policy is condemned. 

When it comes to the third component part of price, a 
curious inconsistency confronts us. Rent appears as a com- 
ponent in a different sense from the other two: so different, 
indeed, as to throw doubt on its ability to perform the 
role assigned to it as part-explanation or cause of price.* 
“Rent, it is to be observed, therefore, enters into the composi- 
tion of the price of commodities in a different way from wages 
and profit. High or low wages and profit are the causes of high 
or low prices; high or low rent is the effect of it.”| To which it 
is added that “the rent of land ... is naturally a monopoly 
price. It is not at all proportioned to what the landlord may 
have laid out upon the improvement of the land, or to what he 
can afford to take; but to what the farmer can afibrd to 
give.” 

It is in no more than three pages at the conclusion of this 
chapter, J after a lengthy historical digression on money and 
prices, that one finds the only treatment of that aspect of 

I 

♦ Cy. Marx’s reference to “this inconswtency” in Theories of Surplus Value, Part 2 
(London, 1969) Ch. xiii, p. 321. Ricardo had of course noticed its incompati- 
bility with an explanation of price in terms of a summation of three ‘com- 
ponents'. 

t Wealth of Nations, p. f44. 

X Ibid., pp. 244-7. Gannan’s comment is that “Adafti Smith’s theory of distribution 
... is insert^ ... as a mere appendage or corollary of his doctrine o^ 4>rice8” 
{History of Theories of Froduction and Distribution, 2nd ed. (London, 1903) 
p. 186). 
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distribution to which Ricardo was to attach such great import- 
ance: namely the relation between the revenues (or incomes) 
of “the three great, original, and constituent orders of every 
civilised society”, and of these severally to “the general interest 
of the society”. This relation, like that between the individual 
interest and the general, is one of general harmony and not of 
conflict so far as landlords and labourers are concerned. Since 
rent of land rises with “every increase in the real wealth of the 
society”, the interest of landlords (“the first of those three 
great orders”) “is strictly and inseparably connected with the 
general interest of society”. So is the interest of wage-earners 
“as strictly connected with the interest of the society as that of 
the first”, since wages “are never so high as when the demand 
for labour is continually rising”. Thus the interest of wage- 
earners as well as of landlords was identified with the progress 
of capital accumulation. 

The exception, distinctly curious at first sight, is the interest 
of “merchants and master manufacturers”, who live on profit. 
Of this third ortier it is observed that “the rate of profit does 
not, like rent and wages, rise with the prosperity, and fall with 
the declension of the society. On the contrary, it is naturally 
low in rich, and high in poor countries, and it is always highest 
in the countries which are going fastest to ruin. The interest of 
this third order, therefore, has not the same connexion with the 
general interest of the society as that of the other two.” Be it 
noted, however, that the ground for condemnation of, or at 
least of warning against, this third social class or order is their 
tendency to sponsor measures for the limitation of competition; 
since “to widen the market and to narrow the competition, is 
alwjiys the interest of the dealers ... an order of men, whose 
interest is never exactly the same with that of the public, who 
have generally an interest to deceive and even to oppress the 
public, and who accordingly have, upon many occasions, both 
deceived and oppressed it”.* Later in the bdbk, when speaking 
of protective duties^ he refers to “the mean Capacity, the 
monopolising spirit of merchants and manufacturers, who 
♦ Wealth of Nations, pp. 246-7. 
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neither are,^nor ought to be the rulers of mankind . . . their 
interest is . . . directly opposite to that of the great body of the 
people”. 

These are hard words, aijd they have often been held to 
demonstrate that Smith cannot be regarded as giving “theo- 
retical expression to the essential interests of the business class 
or been in any sense a spokesman for industrial capitalism. This 
indeed they do in any simple and direct sense of the word 
‘spokesman’. The historical context of the Wealth of Nations was 
certainly more complex than a phrase of this kind implies. In 
the first place, in the kind of judgement we have quoted he 
evidently had in mind the whole network of restrictive regu- 
lations embodied in the Mercantile System, representing in his 
view individual and sectional mercantile interest and consti- 
, tuting an obstruction to the general process of capital accumu- 
lation and i’^dustrial expansion. It was not inconsistent to 
champion the emerging system (or even by implication the 
class of industrial capitalists who were simultaneously its 
pioneers and its ultimate beneficiaries) against the sectional 
interest of “merchants and master manufacturers”, where 
these were obstructive to the larger end. Secondly, it has to be 
remembered that Smith was writing at the very dawn, if not 
on the eve, of the Industrial Revolution, full forty years before 
Ricardo. He wrote at a time when ‘manufacturers’ were 
mainly identified with the half-merchant, \i2\i~entreprmeur 
‘putters-out’ of the domestic handicraft system (or at most of 
what Marx was to term ‘ manufacture ’ in contradistinction to 
‘machinofacture’). He wrote, moreover, in a century when 
some of the most notable progress in capitalist investment and 
new productive methods was made in agriculture rather than 
in industry. His doctrine can be properly understood only as 
reflection of a period of transition, whose problems essentially 
consisted in clearing the ground for industrial investment and 
expansion, which he identified with the sweeping away of 

• iWrf., pp. 456-7. 

t The description is that of Sir Erich Roll in A HisUny of Economic Thought^ 1st cd. 

(London, 1937) p- 152; ^ Robbins, English Classical Political Economy y pp. 20-a. 
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obstructive and sectionally-prdtective regulation in the interest 
of quickened competition and widening markets. 

It may be incidentally notpd that this treatment of distribu- 
tion, in terms of the effect of progress upon class revenues, was 
new to the Wealth of Nations and^ apparently had no parallel in 
Jhe early lectures. It may be (as Cannanf suggested) that he was 
here influenced by his contact with the Physiocrats, especially 
by the Tableau of Quesnay. In the Lectures there were no more 
than ^a few scattered remarks, such as that ‘‘The division of 
opulence is ry^t according to the w^ork . . . Thus lie who as it 
were bears the burden of society has the fewest advantages.’’* 

Ill 

Adam Smith’s principal target for criticism, as is well-known, 
was the doctrine (or “system of political economy”) of the 
Mercantile School. The basic principle of that scliool or system, 
as he interpreted it, consisted of a fallacious identification of 
wealth with money and the supposition that “to heap up gold 
and silver in any .country to be the readiest way to enrich it”. 
This false doctrine he saw as the main obstacle to an extension 
of the advantages of Natural Liberty to the sphere of foreign, 
as well as domestic, trade, bringing in its train all th©‘advantages 
of competition and ^cheapness and the progressive extension of 
the division of labour with the great improvement in productive 
powers thereby engendered. In so far as this involves the theory 
of foreign trade, it goes beyond the self-imposed boundaries of 
this present study. But one is tempted here to make one general 
comment. This is that so far as the theoretical core of his 
assault on Mercantilist doctrine is concerned, it is summed up 
in the theory of the distribution of the precious metals in the 
course of trade, and that this in its essentials it would seem 
likely that he derived from David Hume. Already in 1752 in a 
volume of essays called Political Discourses the latter, writing ‘ Of 

♦ Lectures by Adam Smith, ed. E. Cannan, and cd. (I.*ondon’ 1903) p. 163. Edwin 
Cannan comments: “It is plain that Smith acquired the idea of the necessity 
of a scheme of distribution from the physiocrats, and that he tacked his own 
scheme ... on to his already existing theory of prices ’* (Editor's Introduction, 
ibid., p. xxxi). 
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the Balance of Trade’, had included a telling passage about the 
connection between flows of specie in and out of a country and 
the balance of its imjiorts and exports. This passage runs as 
follows: 

Suppose four parts of all tJ;ie*money in Britain to be 
annihilated in one ni^ht, and the nation reduced to the 
same condition, with regard to specie, as in the reigns of 
the Harrys and Edwards, what would be the consequence? 
Must not the price of all labour and commodities sink in 
proportion, and everything be sold as cheap as they were 
in those ages ? What could then dispute with us in any 
foreign market, or pretend to navigate, or to sell 
manufactures at the same price which to us would afford 
such profit? In how little time therefore must this bring 
, back all the money which we have lost, and raise us to the 
level of all neighbouring nations; where, after we have 
arrived, we immediately lose the advantage of the 
cheapness of labour and commodities, and the further 
flowing in of money be stopped by our fulness and repletion. 
After setting out the converse case (“Again; suppose *all the 
money in Britain were multiply’d fourfold in a night”), he 
concludes: 

Now it is evident that the same causes which would correct 
these exorbitant inequalities, were they to happen 
miraculously, must prevent their happening in the 
ordinary course of nature, and must, for ever, in all 
neighbouring nations, preserve money nearly 
proportionable to the art and industry of each nation. 

All water, wherever it communicates, remains always at 
the same level. Ask naturalists the reason; they tell you 
that, were it to be raised in any one place, the superior 
gravity of that part not being properly balanced, must 
depress it, till it meets a counterpoise; and that the same 
cause which^redresses the inequality when it happens, must 
forever prevent it. 

* Political Discourses (Edinburgh, 1752) pp. 82-4, in David Hume, }Vritings on 
Economics^ cd. E. Rotwein (London, 1955) pp. 62-4. 
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This is no doubt the passage to which Adam Smith seems to 
have referred in his early lectures, when he said* that Mr Hume 
“proves very ingeniously that money r»ust always bear a cer- 
tain proportion to the quantity of commodities in every country; 
that whenever money is accumtilated beyond the proportion of 
commodities in any country, the price 'of goods will necessarily 
rise; that this country will be undersold at the foreign market, 
and consequently the money must depart into other nations”.* 

Tile Wealth oj Nations in the chapter devoted to the ‘ Principle 
of the commercial, or mercantile system* (C4hapter i of Book iv) 
contains theTollowing eulogy of foreign trade: “It gives a value 
to their superfluities, by exchanging them for something else, 
which may satisfy a part of their wants, and increase their 
enjoyments. By means of it the narrowness of the home market 
does not hinder the division of labour in any particular branch 
of art or manufacture from being carried to the highest perfec- 
tion. By opening a more extensive market for whatever part of 
the produce of their labour may exceed the home consumption, 
it encourages them to improve its productive powers, and to 
augment its annual produce to the utmost, and thereby to 
increase the real revenue and wealth of the society. These great 
and important services foreign trade is continually occupied in 
performing, to all the different countries between which it is 
carried on. They all derive great benefit from it.” To which 
there is added, in order to turn the edge against the export- 
surplus myth: “To import the gold and silver which may be 
wanted, into the countries which have no mines, is, no doubt, 
a part of the business of foreign commerce. It is, however, a 
most insignificant part of it. A country which carried on foreign 
trade merely upon this account could scarce have occasion to 
freight ^ ship in a century. 

It should not pass without notice, however, that before the 
Conclusion of his critique of Mercantilism is reached the attack 
has become generalised beyond considerations of foi^ign trade 
and distribution of the precious metals. In this Chapter (vni of 

c > 

♦ Lectures by Adam Smith, cd. Cannan, p. 197. 
t Wealth of Nations, p. 41 1. 
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Book iv) the much-quoted sentence has quite a modern ring - 
and application: “Consumption is the sole end and purpose of 
all production; and jhe interest of the producer ought to be 
attended to, only so far as may be' necessary for promoting that 
of the consumer.” Per contra^*\t is added, “in the mercantile 
system, the interest ofdthe consumer is almost constantly sacri- 
ficed to that of the producer ; and it seems to consider produc; 
tion, and not consumption, as the ultimate end and object of 
all industry and commerce”.* This essentially was the 
Wealth of Nations^ ‘message’ to the emerging world of com- 
petition. 

There remain two final questions to which, it seems, some 
attention, at least, should be paid, if any treatment of Adam 
Smith is not to be incomplete : his notion and use of the distinc- 
tion between ‘productive’ and ‘unproductive’ labour and the 
closely related definition of Net Revenue by contrast with Gross 
Revenue. 

In dealing with productive labour Smith was initially con- 
cerned to reject the Physiocratic contention that labour in 
industry was steriky or unproductive. Tht designation ‘un- 
productive’ he wished to reserve for ‘menial servants’ and 
retainers (whether of aristocratic households or of government) 
who supplied their services directly to their lord or master. 
These services were paid for by the latter out of ‘revenue’ in a 
transaction that was to be classified as ‘consumption’ and not 
‘production’: for one thing, they were not followed or com- 
plemented by any further sale to realise a profit. “The labour^ 
of menial servants [unlike artificers and manufacturers] does 
not continue the existence of the fund which maintains and 
employs them. Their maintenance and employment is al- 
together at the expense of their masters, and the work which 
they perform is not of a nature to repay that expense. That 
work consists in services which perish generally in the very 
instant of thyr performance, and does not fix or realise itself 
in some such vendible commodity^ It is upon this account that 
... I have classed artificers, manuiacturers and merchants, 

* lbid.y p. 620. 
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among the productive labourers, and menial servants among 
the barren or unproductive.”* 

But in explaining wherein the difference between “‘artificers 
and manufacturers and merchants”, on the one hand, and 
“menial servants” consisted, Adam Smith is far from clear. 
Here he introduces two distinct, if largely overlapping, dcfinl- 
'tions, involving (as Marx pointed out) certain contradictions 
between them, or at least displaying no clear boundary between 
the productive and the unproductive. 

First, there was the notion of productive labour as being that 
labour which', not only replaced the direct expenses of produc- 
tion, including its own wages, but in addition yielded a profit 
or a surplus over and above these expenses (or, in modern 
terminology, in excess of the value of all the inputs). This was 
essentially the same as the Physiocratic notion; and Marx was 
to call it “the correct definition”.! 

Secondly, there was the notion implicit in the passage we 
have just quoted of productive labour as being embodied in a 
“vendible commodity”, having an exchange-value of its owm 
and hence capable of being resold: this by contrast with 
“services which perish generally in the very instant of their 
performance”. It is on this sense that attention has mostly been 
concentrated in subsequent comment and discussion up to this 
day (including discussion about such categories in the socialist 
countries). This meaning already creeps in at the first mention 
of productive and unproductive labour, in connection with the 
Accumulation of Capital in Chapter iii of Book ii, if only as an 

Ibid.f p. 635. Cf. Malthus*s interpretation (and endorsement) of Smith’s ‘produc- 
tive labour’ as “labour which realises itself either in the production or increased 
value of ... material objects” {Principles of Political Economy (London, 1820) 
P- 30). 

t Theories of Surplus-Valuej Part i, trans. Emile Burns (Moscow, n.d.) p. 14®* 
“Prodifctive labour, in its meaning for capitalist production, is wage-labour 
which, exchanged against the variable part of capital . . . reproduces not only 
this part of capital (or the value of its own labour-power), but in addition pro- 
duces surplus-value for the capitalist . . . Only that labour is productive which 
produces a value greater than its own”. CJ? also Capitaly V%»I. i (Moore and 
Aveling ed.) p. 517: “Capitalist production, is not merely the production of 
commodities, it is essentially the production of surplus value , . . Thit labourer 
alone is productive, who produces surplus-value for the capitalist and thus works 
for the self-expansion of capital. ” 
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ambiguity of interpretation. The opening sentence of this 
chapter says that “there is one sort of labour which adds to the 
value of the subject upbn which it is bestowed: there is another 
which has no sucji effect. The ^former, as it produces a value, 
may be called productive . The labour of a menial servant, 
on the contrary, adds t6 the value of nothing.”* After a state- 
ment to the effect that “a man grows rich by employing a 
multitude of manufacturers : he grows poor, by maintaining a 
multitude of menial servants”, this opening paragraph »f the 
chapter closes, again, with references to labour being fixed in 
“some particular subject or vendible commodity” by contrast 
with “services [which] generally perish in the very instant of 
their performance, and seldom leave any trace of value behind 
them”. It can reasonably be supposed that Adam Smith saw no 
conflict between the two definitions because he did not suppose 
it to be possible for there to be a profit or surplus-value unless 
the labour in question produced a vendible commodity. Over 
a large area, no doubt, the two notions amount to the same 
thing. But, as Marx again observed, actors, musicians, dancing 
masters, cooks and prostitutes may all create h surplus qt profit 
for an employer if they happen to be employed by “an entre- 
preneur of theatres, concerts, brothels, etc.”.! Again, “a writer 
is a productive labourer not in so far as he produces ideas, but 
in so far as he enriches a publisher”. The crux of the matter, 
Marx claims, is a “social relation of production”, and not “the 
particular speciality of the labour” or “ the particular use-value 
in which this special labour is incorporated”; we need “a 
definition of labour which is derived not from its content or its 
result, but from its particular social form”.J 

• Wealth of Nations, p. 3 1 1 • 

t Theories of Surplus Value, Part i, pp. 160-4. adds: “The cook in the hotel 
produces a commodity for the person who as a capitalist has bought hcr^abour - 
the hotel proprietor ; the consumer of mutton chops has to pay for her labour, 
and this labour replaces for the hotel proprietor (apart from profit) the fund out 
of which he continues to pay the cook. On the other hand if I buy the labour of 
a cook for her to took meat etc. fbr me , . . then her labour is unproductive, in 
spite of the fact that this labour fixes itself in.a material product and could just 
as well (in its result) be a vendible commodity, a? it is in fact for the hotel pro- 
prietor” {ibid*, p. 161). 

t Ibid*, pp. 153, 1 54, 1 56. In Capital Marx says: “That labourer alone is productive 
who produces surplus-value for the capitalist, and thus works for the self- 



6 a THEORIES OF VALI 5 E AND DISTRIBUTION 

To Gome to Adam Smith’s distinction between Gross and 
Net Revenue: it is clear that he again had in mind the Physio- 
cratic notion of produit net as a surplus arising from economic 
activity. But the definition that emerges 'is of something 
different. As defined in Chapter'll of Book ii Net Revenue 
'tappears initially to have the accepted ‘modern’ (i.e. national 
income) meaning: namely, the gross product or revenue (“the 
whole annual produce of the land and labour” of a country) 
minus the capital used-up in producing that product, or “the 
expenses of maintaining, first their fixed and secondly, their 
circulating capital”.* That it is intentionally different from 
surplus of the Physiocratic genre is not mentioned; although the 
interpretation of “ maintaining circulating capital” intact pro- 
ceeds to be qualified by saying that “the circulating capital of 
a society is in this respect, different from that of an individual”.' 
Despite some obscurity surrounding this interpretation (in a 
chapter mainly devoted to an excursion into banking and paper 
money) it is made clear that the intention is to include in “the 
neat revenue” what the inhabitants of a country spend upon 
“their subsistence” as well as upon their “conveniences and 
amusements”: it is the whole of what is placed “in their stock 
reserved for immediate consumption”, “without encroaching 
upon their capital”.* 

One way of putting the question of possible differences of 
interpretation is to ask whether maintaining circulating capital 
intact is to be taken to mean, on a global (or national) scale, 
maintaining intact merely stocks of raw material and goods-in- 
process or as including also in circulating capital some kind of 
national subsistence-fund or wages-fund. Does a stock of 
finished wage-goods sufficient for the employed labour-force 
during a given cycle of production have to be deducted before 

expansion of capital . . . The production of surplus-value has at al} times been 
made, by classical political economists, the distinguishing charactJipristic of the 
productive labourer*’ {Capitaly Vol. i (trans? Moore and Availing) p. 517). 

• Wealth of Nationsy p. 267. It has to be remembered, incidentally, thal^ in common 
with most classiczd writers, he made the tacit assumption of an attfiual cycle of 
production (like the harvest cycle) with a single turnover of circutnting capital 
during the production period \cf. P. Sraffa, Production of Commoditui by Means of 
Commodities (Cambridge, i960) pp. 3» 10). 
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the surplus is calculated, as well as’ stocks of raw materials and 
unfinished production ? In a number of passages Adam Smith 
seems to deny that thi former type of deduction is contem- 
plated. One coulditake the simple agricultural case, which both 
Smith and the Physiocrats iio doubt had in mind, with a 
homogeneous product corn, serving also as capital, and an 
annual harvest-cycle; and have, in microcosm, this kind of 
simplified example: 

Capital consists of 20 units of corn, 

divided into: f 10 seed corn 

( 10 subsistence wages. 

Gross Product {i.e, the annual harvest) is 40 units. 

The question could then be put: docs the Net Product consist 
of {a) the farmer’s profit after replacing the 20 units of capital 
required to provide seed and subsistence wages for the coming 
year (namely a surplus of 20), or of [b] the farmer’s profit 
together with the wages of his labourers (namely 30 units, 
which is the difference between the gross harvest and tlje fund 
of seed-corn needed for planting in the coming year) ? Accord- 
ing to the first interpretation, Adam Smith’s definition in terms 
of keeping circulating capital intact, if this is taken to include 
both wages and seed-corn, would appear to lead to the same 
result as the Physiocratic notion. But this result could be 
regarded as accidental.* Only the second interpretation is 
really consistent with making ‘ net revenue ’ identical with the 
potential consumption fund of both capitalists and wage-earners, 
as is Adam Smith’s declared intention. To this extent Smithian 
‘net revenue’ is a different concept from Physiocratic produit 
net and from Marxian ‘surplus-value’. 

We shall see that Ricardo took it unambiguously in the first 
sense of surplus: i,e. as Profit (also Rent) after paying Wages; 

Adam Smith seems to have been aware that, as regards wages at least, circulating 
capital in an exchange society would mainly lie held in the form of money; and 
in one place he says: “Money, therefore, is tl^e only part of the circulating 
capital of a society, of which the maintenance can occasion any diminution in 
their neat revenue” {Wealth of Nations, p. 269). 
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and he incidentally criticised Adam Smith because he “con- 
stantly magnifies the advantages which a country derives from 
a large gross, rather than a large net income”. 

• Works and Correspondence of Ricardo, ed, Sraffa, Vol. i, pp. 347, 348, 422. The 
definition is qualified in a footnote on p. ^'^48 (and its intention further clarified) 
to the extent that more is contained in wages ^ than the absolutely necessary 
expenses of production”; "in that case a part of the net produce of the country 
is received by the labourer 
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In his distinguished work on Philosophic Radicalism Hal^vy 
draws attention to the regret expressed by James Mill^in the 
course of an article in The Edinburgh Review for October 1808 
at “the great difficulty with which the salutafy doctrines of 
political economy are propagated in this country”; adding 
that between 1776 and 1817 “not a single complete treatise on 
political economy appeared in England. Adam Smith remained 
the only authority, and he was little heeded.”* Mill’s views on 
doctrinal propagation may have been ambitious or he may 
have written in a pessimistic mood. But there was certainly 
nothing during this period approaching a “complete treatise” 
on the subject. (Even if Bentham’s Manual] of 1 793-5 had come 
out, and been longer than it is, it would not have quali/ied since 
it was about policy and not theory.) This is not to say that there 
was not considerable activity and alertness in matters affecting 
political economy, especially in respect to pamphleteering on 
particular questions. To the latter class can be said to belong 
William Spence’s Britain Independent of Commerce of 1808, and 
James Mill’s answer to it in Commerce Defended of the same year; 
the latter being chiefly memorable for its sponsoring of ‘ Say’^ 
Law’, as first propounded in J.-B. Say’s Traite d" Economic 
Politique of five years before. The year 1 798, moreover, had seen 
Malthus’s Essay on Population^ while in the first decade of the 
new century articles on questions of political economy ^A^ere not 
uncommon in The Edinburgh Review and were a topic of dis- 
cussion among the cognoscenti. % Discussion of monetary policy 

• Elic Hal6vy, yhe Growth of Philosophic Radicalism, trans. Mary Morris (London, 
1928) pp. 264-5. Mill’s article was entitle^ * Money and Exchange*, 
t tyi Jeremy BenthavCs Economic IVritings, cd. K Stark (London, 1952) Vol. i, 
pp. 223-73- * • 

X These “early articles** from 1802 onward had “afforded often an agreeable 
subject for half an hour *8 chat, when business did not engage us*’ at the Stock 
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and of war-time depreciation at the time of the ^Bullion Con- 
troversy was the occasion of Ricardo’s first public appearance 
in economic discussion ; while the Parliamentary debates on the 
Corn Law of February 1815 were to provoke a veritable 
efflorescence of pamphleteering within that same month, in the 
course of which the theory of rent was perfected, and so far as 
Ricardo was concerned the essentials of his theory of profit and 
of its tendency to fall in the course of progress in capital accumu- 
lation Were worked out. The period of which Marx was to speak 
as being “ notaJ:)le for scientific activity in the domain of Political 
Economy” and a time when “splendid tournaments were 
held”,* was close at hand. 

What can, indeed, be said, is that until 1817, the year of 
Ricardo’s Principles^ there was nothing that could be called a 
single theoretical system of political economy, even as a pre- 
liminary sketch. A characteristic of the Wealth of Nations was its 
unsystematic character so far as theory was concerned. Some 
have even regarded this perhaps as among its leading virtues: 
that it was able to illuminate so much because it was concerned 
so largely with history and with particular situations and did 
not strain after conceptual unity. Brilliant apergus^ elegantly 
fashioned pieces of theory, most persuasive commenlary and 
judgement upon particular policies and systems of thought like 
the ‘mercantile’ and the ‘agricultural’ it certainly contained. 
But we have seen that it lacked a theory of distribution, properly 
speaking, and that what there was of a theory of price or of 
value (in the form of the adding of the three components) was 
logically incomplete - the distinction between natural and 
market price and his principle of equal net advantages, his 
sterling contributions in this sphere, standing apart on their 
own. With Ricardo, however, we meet something rather 
different: an integrated theory of value, of profit and of rents; 
its aspects or elements having something of the neatness and 

Exchange for Ricardo and his friend Hutches Trower (Letter of Aicardo to 

Trower of 26 Jan. 1818 in Works and Correspondence of David Ricafdo, cd, P. 

Sraffa, Vol.,vii, p. 246, and cf.*Vo\. vi, p. xxiii). 

In the Author’s Preface to the Second Edition (24 Jan. 1872), Capital, Vol. I 

(trans. Moore and Aveling) p. xxii. 
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precision of a^mathematical demonstration, to which a major 
policy-corollary was most persuasively attached. 

It is well-known Aat between 1809 and 1811 Ricardo’s 
interest in econcwiic question^ was mainly engaged in matters 
of money and prices and their connection with movements in 
the foreign exchange-rate. His views on these matters were 
formed in the course of criticism of the policy of the Bank of 
England during the war: the Bank being accused of responsi- 
bility for excessive issue of bank notes, to which was attrfbuted 
the current premium on gold (in terms of notes) and the fall in 
the exchange-value of the pound in Hamburg, Amsterdam and 
other continental financial centres. This criticism was voiced in 
the first instance in an anonymous article in the Morning, 
Chronicle in August 1809 (followed by two letters in September 
•and November), and then developed in a pamphlet entitled 
‘The High Tilce of Bullion, a Proof of the Depreciation of 
Bank Notes’ in i8io. After the publication of the Report of the 
Bullion Committee he wrote three further letters to the Morning 
Chronicle (in September i8io) in support of ‘its findings (which 
“cannot fail to carry conviction to every I’liprejudiced mind ”).* 
In the course of this discussion about the sterling-price of gold 
bullion, the essentials of the Qiiantity Theory of Money and 
of what later came to be called the Purchasing Power Parity 
Theory of the foreign exchanges were enunciated. 

It is from the publication of the highly topical pamphlet of 
February 1815, An Essay on the hijluence of a Low Price of Corn on 
the Profits of Stock, showing the inexpediency of restrictions on impor- 
tation, that the essential elements of his theory of value and 
distribution really date. This pamphlet, we have seen, appeared 
in the same month as other pamphlets on the same topic by 
Malthus, West (the authorship given on the title-page was 
simply ‘A Fellow of University College, Oxford’) and Col. 
Robert Torrens. The PririQples of Political Economy and Taxation 
of two years later was a development and elaboration of the 
elemental ideas presented in the Essay m the course of a topical 
and highly practical argument. 

* Works and Correspondence, cd. SrafTa, Vol. iii, pp. I5“*53* 
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The Essay of 1815 starts with an enunciation of the famous 
theory of differential rent which has come to be known as the 
‘Ricardian Theory of Rent’. Actually Ricardo acknowledges 
his indebtedness for this theory to Malthus’s pamphlet of three 
weeks before, An Inquiry into Rent; ajud, as Mr Sraffa has pointed 
out,* what seems to have happened is ‘that Ricardo realised 
that the theory as expounded by Malthus neatly complemented 
his own theory of profits. He had previously been familiar with 
the nation of diminishing returns in the sense of diminishing 
productivity of labour at the margin as agricultural production 
is expended (or intensified). Indeed, it was on this that not only 
the price of corn relatively to manufactures but also profit (of 
the farmer and also of the manufacturer and trader) depended. 
Ricardo, accordingly, can be said to have had the essential 
framework for a theory of rent, but had not yet actually fitted 
into it the notion of rent as a surplus, with the manner of 
its determination, until he had read Malthus’s pamphlet. The 
pamphlet by West, published eleven days before, which 
enunciated substajitially the same theory of rent based 
on dimiYiishing productivity at the margin of cultivation, 
had not been read by Ricardo at the time of writing the 
Essay. \ 

It may be noted that in expounding this view of rent as 
the surplus produce of infra-marginal land (or alternatively 
of infra-marginal applications of labour) where productivity 
was greater than at the margin, Ricardo had quite clearly 
"in view the notion of an intensive as well as an extensive mar- 
gin. At any rate this was quite evident by the time of the 
Principles y where he speaks in general terms of rent as “always 
the difference between the produce obtained by the employ- 
ment of two equal quantities of capital and labour’’^ and 
as dependent upon “inequality in the produce obtained from 
successive portions of capital employed on the same or on new 

* In his Note on 'Essay on Profits* in Works and Correspondence ^ Ricardo, Vol. iv, 

pp. 6-8. 

t Ibid., Vol. i;P. 71 passim. Cf. M. Blaug, Ricardian Economics (New Haven, 195Q) 

pp. 12-13. ^ 

t Ibid., Vol. 1, p. 71 passim. Cjf. Blaug, Ricardian Economics, pp. 12-13. 
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land**.* In whichever manner i£ was explained - whether its 
increase was attributed to increased application of labour and 
capital to an existing artd given quantity of land or to an extension 
of cultivation to yew land of inferior quality - the idea that it was 
“ a creation of value, as I understand that word, but not a creation 
of wealth ” and that its tise was “always the effect of the increas- 
ing wealth of the country, and of the difficulty of providing food 
for its augmented population”! remained unaffected; and 
when J.-B. Say objected that there was no such thing aJ ‘no- 
rent land’, he could retort that this did not matter since there 
were always no-rent units of capital and labour at the intensive 
margin of all land.J 

His theory of profits was in many ways more crucial for the 
main structure of his doctrine. This, it is of some importance to 
.appreciate, was formed even before the Essay and was enunci- 
ated, prior to his theory of value, in purely product terms. Mr 
Sraffa has again pointed out that it may well have been enun- 
ciated in a preliminary draft of a year previously which has not 
survived but is described in a letter as “pape^:s on the profits of 
Capital” which he appears to have shown to Malthus’and to 
Hutches Trower.§ This was essentially a surplus theory, more 
clearly and explicitly than in the case of Adam Smith’s ‘deduc- 
tion’ theory. It was to the effect that Profits depended upon the 
difference between the product of labour at the margin of 
cultivation and the subsistence of that labour; both being 
expressed in Corn. Profit was accordingly expressed as a simple 
product-ratio to Wages; a ratio which fell as the margin was 
extended and the product of a day’s labour declined. As 

* /Wrf., p. 83. He also says (p. 80) that “it is not necessary that land should be 
thrown out of cultivation, in order to reduce rent: to produce this effect, it is 
sufficient that successive portions of capital are employed on the same land with 
different results, and that the portion which gives the least result should be 
withdrawn**. On Torrens’s view that rent did not even require diminishing 
returns for its existence (merely scarcity), cf, Lionel Robbins, Robert Torrens and 
the Evolution of Classical Economics ^London, 1958) pp. 42-3. 
t Works and Corres^ndmee of Ricardo, Vol. i, pp. 399, 77. 

t Ibid., pp. 412-130. Schumpeter speaks of “superf -ial readers’* as thinking that 
the theory requires the existence of ‘no rent lan^ (History of Economic Analysis, 
p. 67511). 

§ Introduction to Vol. 1 of Works and Correspondence of Ricardo, p. xxi. 
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appears from a letter of June 1814, his theory was summed-up 
in the proposition that “the rate of profits and of interest must 
depend on the proportion of production to the consumption 
necessary to such production”.* In the Essay^on Profits of 1815 
he says that “the general profits pf stock depend wholly on the 
profits of the last portion of capital employed on the land”. 
Dc Qiiincey was later to express it, that “he [Ricardo] it was 
who first made it possible to deduce wages from rent - and 
therefore to deduce profits from wages ... in one brief formula, 
it might be :^id of profits - they are the leavings of u)ages'\^ 

With this Corn Theory of Profit (as it may be called) was 
coupled initially the notion that profits in agriculture deter- 
mined general profits. There could not be two different profit- 
rates in manufacture and agriculture consistently with the 
Taw’ of (or tendency towards) a uniform profit-rate. Since 
the ratio of profit to wages in agriculture was given by the 
conditions of production there (and being a product-ratio was 
invariant to any change in the price of corn), it followed that 
the brunt of adaptation must fall on the prices of manufactures, 
until a^ a result of these price-movements the same rate of profit 
was being earned in manufactures as in agriculture. The only 
way in which the rate of profit in agriculture (representing the 
relation between corn-output and corn-input as seed and 
wages) could be altered was by a shift in the margin of culti- 
vation. Hence when a critic argued (as did Malthus in his 
correspondence with Ricardo in 1814-15) that an expansion of 
trade, especially of foreign trade, could raise the general rate of 
profit, the onus rested on him to show how it could shift agri- 
cultural profits by shifting the margin. 

Implicit in Ricardo’s conception was, of course, the assump- 
tion that wages were given in terms of corn - a subsistence, or 

* Ibid., p. xxxii; Vol. vi, p. 108. Cf. also the later reference in the Principles cited 
on page 74. 

t T. dc Quincey, The Logic of Political Economy (Edinburgh and London, 1844) 
pp. 203, 204. This he contrasted sharply with “ the old superannuated doctrine** 
(i.e. of Smith). (The context ihakes clear that, when be referr^ to deducing 
wages fiym rent, he had itt mind the change in money wages (of the ‘ value of 
wages*) consequent on changes in the margin and in the value of corn, and that 
in referring to rent he here meant the theory of rent as a whole.) ^ 
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at least (in Marshallian terminology) a supply-price, theory of 
independently given corn-wages.* It is clear that Ricardo 
treated the demand for corn at any given date, and hence the 
position of the agricultural margin, as determined by the size 
of the labouring populatioiw(with presumably a fairly inelastic 
demand for neccssaric?).'I* In deference to Malthus’s argument 
Ricardo later modified somewhat his early view that agricul- 
tural profits determine general profits absolutely: he did so to 
the extent, at least, of allowing for the fact that the lal^urers 
did not only consume corn, but consumed some manufactured 
goods also. Despite this, however, he held to the crucial pivot 
of his main position, that general profits could not diverge from 
the ratio of corn produced to the corn-wages involved in its 
production at the agricultural margin, even if theie were cir- 
•cumstances in which in the course of adjustment the position of 
this margin might undergo some alteration. With this qualifi- 
cation, accordingly, he still held profits to be determined by 
the relation between product and wages at the margin of agri- 
culture. 

When he had fitted together this theory of profit with the 
theory of rent as being governed by differences in the produc- 
tivity of labour successively applied to the land, or to lands of 
different quality, he came very close to concluding (although 
this was not said explicitly) that profit and rent were two 
species of Physiocratic produit net. At any rate they were viewed 
as being antagonistic in the sense that increase in rent was at 
the expense of profit and represented a transfer merely of net ' 
revenue. As it was expressed in the Essay: “Rent then is in all 
cases a portion of the profits previously obtained on the land. 
It is never a new creation of revenue, but always a part of a 
revenue already created.’’ He then proceeded to ^ut the 

* In his Chapter On Wages there is the famous reference to the fact that “the 
natural price of labour, estimated even in food and necessaries . . . varies at 
different times y the same country, and very materially differs in different 
countries** according to “the habits and customs of the people'* (to which he 
added in Edition 2 a reference to a passage to th ' same effect in Torrens’s Essay 
m the External Com Trade ) : Works and Correspondedue of Ricardo^ ed. Strafia, Vol. i, 
pp. 96-7. 

t Of, Blaug, Ricardian Economics, pp. 22-3. 
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essence of his theory into these two key sentences: “Profits of 
stock fall only, because land equally well adapted to produce 
food cannot be procured; and the degree of the fall of profits, 
and the rise of rents, depends wholly on the increased expense 
of production. If, therefore, in the progress of countries in 
wealth and population, new portions <Jf fertile land could be 
added to such countries, with every increase of capital, profits 
would never fall, nor rents rise.”* The completed picture was 
that c*s a result of diminishing productivity of labour at the 
margin as cultivation was extended, profits tended to fall as 
capital accumulated and population grew with it. Thereby was 
provided the missing explanation in Adam Smith’s theory of a 
tendency to falling profit (which we have seen that he had 
attributed, in terms of supply and demand, to greater competi- 
tion). Simultaneously rents rose; thus transferring what had 
previously been profits for the farmer (or manufacturer) into 
the pockets of the landowner. | 

Having thereby established in general terms the antagonism 
of interest between landed property and industrial capital (“the 
interest of the landlord is always opposed to the interest of every 
other class in the community ”),J he went on to exemplify this 
with more particular criticism of the existing import duties on 
corn. These duties inevitably raised rents by raising the demand 

* Works and Correspondence of Ricardo, ccl. SrafTa, Vol. iv, p. i8. 
t Ricardo was careful to qualify such statements with “ in the absence of improve- 
ments”. There were those who argued that, viewed dynamically, the effect of 
improvements would more than counteract any sucli tendency. But Edwin 
Cannan would seem to have been probably right in maintaining that “there is 
no doubt whatever that Ricardo, like West and Malthus, believed that the 
returns to agricultural industry do actually dimmish in the course of history in 
spite of all improvements” {History of the Theories of Production and Distribution, 
2nd ed. (London, 1903) p. 166). 

i Works and Correspondence of Ricardo, ed. Sraffa, Vol. iv, p. 21. Later, in the first 
edition of his Principles (London, 1817) p. 66n, he pointed his argument against 
the position of Adam Smith as follows: “In dwelling on the repr6duction of rent 
as so great an advantage to society, Dr. Smith does not reflect that rent is the 
effect of high price, and that what the landlord gains in this way, he gains at the 
expense of the community at large. There is no absolute gain lO the society by 
the reproduction of rent; it is only one class profiting at the expense of another 
class” {Works and Correspondence, Vol. i, p. 7711). Schumpeter disraissed Ricardo’s 
theory of rent as “neither msccssary nor sufficient for an attack Upon the landed 
interest” {History of Economic Analysis, p. 6750). This is curioui: does he refer 
thereby to its formal structure or to its substantial content? 
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for, and the Cost and price of, home-produced corn; at the 
same time they had ^ the further inevitable consequence of 
lowering profit (in face of a given level of corn- wages). Con- 
versely, a repeal* of these duties, to allow entry of low-priced 
foreign corn, would rajse profit and thereby promote capital 
accumulation. The obstacle to so advantageous a course was* 
the landowners’ interest in maintaining rents. The pamphlet 
ends with a capital debating point. Agricultural improvegients 
as well as corn-imports lower the cost of growing corn and hence 
tend to lower both corn-prices and rents. Those who object to 
the latter should in consistency prohibit also the former. “If the 
interests of the landlord be of sufficient consequence, to deter- 
mine us not to avail ourselves of all the benefits which would 
follow from importing coin at a cheap price, they should also 
Influence us in rejecting all improvements in agriculture, and 
in the implerucnts of husbandry; for it is as certain that corn is 
rendered cheap, rents are lowered, and the ability of the land- 
lord to pay taxes, is for a time, at least, as much impaired by 
such improvements, as by the importation* of corn. .To be 
consistent then, let us by the same act arrest improvement, and 
prohibit importation.”* 

II 

It would seem to have been in the course of generalising his 
primitive ‘agricultural’ theory of profit that Ricardo saw the 
need to base his theory on a developed theory of value. So long 
as everything was expressed in corn, both product and capital, 
and hence the surplus, could be expressed in the same physical 
unit. But as soon as he was obliged to defend (against Malthus, 
for example) the view that profits elsewhere were governed by 
the rate of surplus product in agriculture, he had to introduce 
a theory of value to show how the prices of those other commodi- 
ties moved (if at all) when the cost in labour of corn increased. 
Malthus had jinswered Ricardo with the contention that 

• Works and Correspondence^ Vol. iv, p. 41. Malthws was later to challenge this con- 
tention that improvements lowered rent. But in the main Ricardo stuck to his 
point, although granting that in the long-run landlords might be benc^ted in so 
far as improvements made possible an increase of population, and increased 
population eventually raised the demand for corn and raised rents. 
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general profits could be as much affected by 'high prices of 
manufactures due to a strong demanij for them, such as a 
flourishing export-demand, as by “the natural powers of the 
last land taken into cultivation’*. In his own Principles (Chapter 
V, Section iv) he had said that “ profits'depend upon the prices 
'of commodities, and upon the cause which determines these 
prices, namely the supply compared with the demand”; while 
Ricardo’s “theory of profits depends entirely upon the circum- 
stance of the mass of commodities remaining at the same price, 
while money continues of the same value, whatever may be the 
variation in the price of labour . . . We can infer nothing [he 
concludes] respecting the rate of profits from a rise of money 
wages, if commodities, instead of remaining of the same price, 
are very variously affected, some rising, some falling, and a 
very small number indeed remaining stationary.”* 

In using the Labour Theory of Value for this purpose, 
Ricardo in effect was substituting Labour for Corn as the 
quantity in terms of which product, wages and surplus were 
alike expressed. Profit was now conceived as the surplus, or 
residual difference, between the amount of labour required to 
produce subsistence for the labour-force and the total labour- 
force: in the language of the Principles, as depending upon the 
“proportion of the annual labour of the country . . . directed 
to the support of the labourers”.! As such it was a more general 
version (general because resting on less restrictive assumptions) 
of the dictum we have already quoted about profit depending 
upon “the ratio of production to the consumption necessary 
to that production”, with both total production and necessary 
consumption now measured in terms of the labour needed to 
produce them. As soon as it was thus stated in terms of value, 
the proposition that profits fall because of a falling productivity 
of labour in terms of corn becomes translated into: profits fall 

* T. R. MaJthus» Principles of Political Economy considered with a viet$ to their practical 
application (London, 1820) pp. 326-7, 334. Cf. also the letter of Malthus to Ricardo 
of 23 Nqv. 1814: “the quei^ion is whether agriculture always takes tiie lead in 
the determination? and I should certainly say that it did ilpt" {Works and 
Correspondence of Ricardo, ed. Sraffa, Vol. vi, p. 153). 
t Works and Correspondence of Ricardo, ed. Sraffa, Vol. i, p. 49. 
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because of the rising value of corn, and hence of wages, rela- 
tively to other productr^ 

In the argument of the Essay^ indeed, we already meet this 
theory of value in embryo, ej^en if the essentials of the theory 
of profit, as of rent, werft still enunciated in the more primitive 
‘agricultural’ form. Thus in stating that, owing to diminishing 
returns on land as corn-production is extended, profits must 
fall as rents rise, he says: 

The exchangeable value of all commodities rise« as the 
difficulty of their production increases. If then new 
difficulties occur in the production of corn, from more 
labour being necessary, whilst no more labour is required 
to produce gold, silver, linen etc., the exchangeable value 
• of corn will necessarily rise, as compared with those 
things . . . sole effect then of the 'progress of wealth 
on prices, independently of all improvements, either in 
agriculture or manufactures, appears to be to raise the 
prices of raw produce and of labour, leaving all other 
commodities at their ordinary prices, ard to lower general 
profits in consequence of the general rise of wages.* 

Not uncommonly the intention of a doctrine is best seen when 
it is placed in direct antithesis to what it is designed to contra- 
dict. In this connection a footnote that closely follows the above 
passage is illuminating: one could say, indeed, that it is crucial 
for understanding the significance for Ricardo of his theory of 
value. In this footnote he writes: “It has been thought that the 
price of corn regulates the prices of all other things. This 
appears to me to be a mistake. If the price of corn is affected 
by the rise or fall of the precious metals themselves, then indeed 
will the price of commodities be also affected, but they vary 
because the value of money varies not because the value of 
corn is altered. iuommoditieS I think cannot materially rise or 
fall, whilst money and commodities continue in the same pro- 
portions, or rather whilst the cost of production of both estimated 
in corn continues the same.”| 

* Ibid.t Vol. IV, pp. 19-20. 


t Ibid., IV 21. 
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The theory to which he is here alluding, tlfat corn prices 
govern other prices (because when co^n rises, money-wages 
have to rise to keep corn-wages constant, and this raises other 
prices) was Adam Smith’s theory. What Ricardo was opposing 
in particular with his Labour Theory of Value was manifestly 
'Adam Smith’s IVages Theory of Value (or what we alluded to 
earlier as the Adding-up Theory) ;* which treated the value of 
comijuodities as being governed inter alia by the amount of 
wages that their production cost (together with the addition of 
appropriate amounts of the other two “component parts of 
price”). In the words of the opening section of his Chapter On 
Value in the second and third editions of Ricardo’s Principles: 
“The value of a commodity, or the quantity of any other com- 
modity for which it will exchange, depends on the relative 
quantity of labour which is necessary for its production, and 
not on the greater or less compensation which is paid for that 
labour.” 

It is clear on reflection that the Adam Smith theory un- 
qualified leads to an absurd conclusion: that the values of 
everything can rise simultaneously whenever one of the “com- 
ponents” rises for any reason, whether this be diie to a rise in 
cost of subsistence, as in the present case, or more generally to 
the working of supply and demand. This raises the question: 
in terms of what do all values rise ? If in terms of money, then 
this is equivalent to depreciation of money (“to say that com- 
modities are raised in price, is the same thing as to say that 
money is lowered in relative value; for it is by commodities 
that the relative value of gold is estimated”). But with a 
commodity-money standard, such depreciation can only occur 
if eitfier the cost of producing the money-commodity itself falls 
or the cost of the generality of commodities other than the money- 
commodity rises. As to the possible effect on the latter of a rise 
of wages, Ricardo replies that if gold were rnined within the 
country in question, the effect on gold would be no different 
from the effect on other commodities and their relative values 
would remain unchanged. In the case where gold’ was mined 

* See Chapter 9. 
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abroad and imported: “If then stll commodities rose in price, 
gold could not come from abroad to purchase these dear com- 
modities, but it woul^ go from home to be employed with 
advantage in purchcising the comparatively cheaper foreign 
commodities. It appears thggi *that the rise of wages will not 
raise the prices of comrftodities, whether the metal from which ^ 
money is made be produced at home or in a foreign country.”* 
His refutation of Smith’s theory can, therefore, be seen to 
have turned on his bringing money itself within the cirrfe of 
commodities, and in doing so postulating that the^price of any 
commodity or group of commodities can only rise if more labour 
is required to produce it relatively to the amount of labour 
required to produce an ounce of gold. This proposition (con- 
cerning the “invariability of the value of the precious metals”) 
he spoke of in a letter to James Mill as “the sheet anchor upon 
which all my propositions are built ”.f 

When it came to the writing of the Chapter On Value in the 
Principles^ Ricardo accordingly started by developing his own 
theoretical argument in opposition to Smith’s. theory. First, he 
criticised Adam Smith for his confusion between quantity of 
labour and labour commanded as measure of value. Secondly, 
he developed the argument that it is “on the relative quantity 
of labour which is necessary for its production” that the value 
of a commodity depends, ''and not on the greater or less com- 
pensation which is paid for that labour ”.J He then takes up 
Smith’s well-known example of the beaver and the deer (“if it 
usually cost twice the labour to kill a beaver which it does to 
kill a deer, one beaver should naturally exchange for, or be 
worth two deer”) and declares that the principle which it is 
used to illustrate, that labour “ is rea4y the foundation of the 
exchangeable value of all things, excepting those which czftinot 
be increased by human industry, is a doctrine of the utmost 

importance in political economy”. He then criticises Smith for 

• 

* Works and Corresponience of Ricardo, cd. Sraffa, Vol. i, p. 105. 
t Cited in SraiTa's Introduction to Vol. i of Wttrks and Correspondence, p. xxxiv; 

cf. Vol. VI, p. 348 (Letter of 30 Dec. 1815). • , 

+ This was the wording of the heading of Section i of this Chapter in Edition 2 (in 
the first edition the Chapter is undivided into Sections). 
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proceeding to speak of a thing as being more or less valuable 
according to *‘not the quantity of labour bestowed on the 
production of any object, but the (j^uantity which it can 
command in the market”. 

Extending the beaver-deer e*xample to cover the case where 
capital, in the shape of some weapon, /‘would be necessary to 
' enable [the hunter] to kill his game”, he showed that its use 
does not necessarily impugn his principle (as Adam Smith had 
implied): the comparative prices of beaver and deer “would 
be in proportion to the actual labour bestowed, both on the 
formation of the capital, and on the destruction of the animals”; 
this being unaffected by the fact that “the implements necess- 
ary to kill the beaver and deer might belong to one class of men, 
and the labour employed in their destruction might be furnished 
by another class”, or by whether those furnishing the capital 
“might have a half, a fourth or an eighth of the product 
obtained”, since “whether the profits of the capitalist were 
greater or less ... or whether the wages of labour were high 
or low, they would operate equally on both employments”.* 

It kto be noted that he was implicitly assuming here that the 
proportions in which capital was used (or what Marx was to 
call ‘the organic composition of capital*) were e^ual in the 
various lines of production considered, whether in hunting 
beaver and deer or in catching fish or in shooting game, or in 
manufacturing stockings. What he was concerned to show was 
that “the accumulation of stock ... in the hands of particular 
persons” and “the appropriation of land*’ did not (as Smith 
had claimed)! per se invalidate the principle of exchange in 
proportion to labour employed in production. It is also to be 
noted that the importance attached to what we have seen that 
he called “the sheet anchor ” of his position explains his concern, 
in a later section added to his third edition,! with “aii in- 
variable measure” of value and the conditions necessary to 
render such a standard invariable : a matter to which we shall, 

♦ Ibid.y Vol. I, pp. 23-4; and cf. hi3 own emphatic cxplanalion of the point in a 
letter to Mill, cit, ibid., pp. xxxvi-xxxvii. 
t Sec Chapter 2, p. 45. 

i Added to the 3rd edition where it was to become Section vi of this chapter. 
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again, return. At the conclusion, of the argument about value 
that we havfc just summarised, he writes: “If we had an 
invariable standard, by which we could measure the variation 
in other commodities, we should find that the utmost limit to 
which they could permanenriy rise was proportioned to the 
additional quantity of labour required for their production, 
and that unless more labour were required for their production,* 
they could not rise in any degree whatever.”* 

Contrary to Adam Smith’s contention, a rise in wages would 
not result in a general rise in prices: instead it would result in a 
reduction of profits, and this to a balancing extenf. Dc Quincey 
was to sum up the Ricardian view of the relation of wages to 
profit in the following way. “It might be said of profits - that 
they are the leavings of wages: so much will the profit be upon any 
act of production ... as the wages upon that act permit to be 
left behind . . . But do not wages and profits as a whole, them- 
selves, on the contrary, predetermine the price ? No, that is the 
old superannuated doctrine. But the new economy has shown 
that all price is governed by proportional quantity of producing 
labour, and by that only . . . Any change thkt can disturb the 
existing relations between wages and profits, must originate in 
wages: whatever change may silently take place in profits, 
always we must view as recording and measuring a previous 
change in wages. 

Many, if not most, readers of this Chapter On Value are 
puzzled to find themselves confronted immediately after this 
with what appears to them as a contrary argument, to be 
summarised in the heading to Section iv in the third edition 
as: “The principle that the quantity of labour bestowed on the 
production of commodities regulates their relative value, con- 
siderably modified by the employment of machinery and^ other 
fixed and durable capital. Here he proceeds to take account 
of the fact that “ the tools, implements, buildings, and machinery 

* Ibid.y p. ag. 

t Thomas dc Quincey, The Logic of Political Economy (Edinburgh and London, 
1844) PP* 204-5. In his Preface he had spoken’of ** the revolution affected in that 
science by Ricardo 

t Works and Correspondence of Ricardo, ed. Sraffa, Vol. i, p. 30. 
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employed in different trades may be of various degrees of 
durability, and may require different portions^ of labour to 
produce them . . . the proportions, too, in which the capital 
that is invested in tools, machinery and buildings, may be 
variously combined’’. Thereby is introduced '‘another cause, 
besides the greater or less quantity or labour necessary to pro- 
‘duce commodities, for the variations in their relative value” - 
adding (perplexingly at first sight) “this cause is the rise or fall 
in the, value of labour”.* For many this reference to a second 
‘cause’ of value, especially as it is presented sharply in the 
third edition,* appears as evidence of a contradiction and of a 
shift away from a ‘primitive’ theory with which he started at 
the time of the Essay towards something like a Cost of Pro- 
duction Theory such as it was to become later in the century, | 
not in essentials different from Adam Smith’s theory of the 
‘component parts of price’. 

Since the publication of Mr Sraffa’s famous Introduction 
we should by now have become familiar with the view that 
there is little or no ground for this interpretation, and that the 
situatian is really otherwise. It was after the appearance of the 
Essay on Profit and in the course of writing the Principles that 
Ricardo made the “discovery” of “the curious effect”, as he 
called it, of a rise of wages on the products of industry in which 
a relatively large amount of fixed capital was used : namely, it 
caused their prices actually to fall (because of the consequential 
fall of profits). This it was that formed the basis of the reference 

• This is the wording of the relevant paragraph in the third edition (ihid.y p. 30). 
In the earlier editions the wording was different, e.g. “Besides the alteration in 
the relative value of commodities, occasioned by more or less labour being 
required to produce them, they are also subject to fluctuations from a rise of 
wages, and consequent fall of proflCs, if the fixed capitals employed be either of 
unequal value, or of unequal duration” (ibid., p. 53). 
t As an example of this interpretation cf. Erich Roll, A History of Economic Thought^ 
1st ed. (London, 1938) p. 185: “We see once again that the difference between 
price and value caused by the existence of different capital structures was lead- 
ing Ricardo, not to the distinction between value and prices of production 
which Marx work»*d out, but to a cost-of-production thcory\of value”; and the 
reference on p. 181 to “modifications in the law of value, which lie appears to 
have regarded with increasing concern and to which he gave more and more 
space in •successive editions”. A similar interpretation was oilltred by both 
Cannan and Hollander, and hinted at by Marshall. 
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wc have quoted to a ‘second catise’ (what in the first edition 
appears as a reference to the relative value of commodities 
being “also subject to fluctuations from a rise of wages, and 
consequent fall of prdfits, if the fixed capitals employed be 
either of unequal* value, or ofiyiequal duration’’).* But on the 
contrary to regarding this as a concession, he regarded it as 
a discovery of his own that represented a reinforcement of hh 
argument against Adam Smith; and as such he triumphantly 
announced it in his Principles of 1817. Not only did a rise ol 
wages fail to raise the prices of commodities, but it acftnally 
caused the prices of some commodities to faUf Thus the 
secondary eflTect of unequal proportions of capital, far from 
qualifying and weakening the anti-Smith corollary of his 
primary value principle, served to reinforce it with something 
of the effect of paradox. It was hardly surprising in the circum- 
stances that he should have treated his primary cause (quantity 
of labour; as being “never superseded” by the ‘second cause’ 
(variation in capital proportions and durability) “but only 
modified by it”.J 

Actually the clement of paradox in this ‘ourious effect’ - the 
conclusion that no prices rose and things made with fixed 
capital fell (as it appears in the first edition of 1817) depended 
upon an assumption that his invariable standard, or money, 
in terms of which commodity-prices were measured, was pro- 
duced by “unassisted labour”. Four years later in the third 
edition he shifted the definition of his standard to one “pro- 
duced with such proportions of the two kinds of capital as 
approach nearest to the average quantity employed in the 
production of most commodities”; and in terms ol this, when 

* Cf, Works and Correspondence of Ricardo, cd. SrafTa, \'oI. i, p. 53. 

I “It appears, then, that in proportion to the quantity and the durability of fixed 
capital cmploved in any kind of production, the relative prices of diosc com- 
modities on which such capital is employed, will vary inversely as wages; they 
will fall as wages rise. It appears too that no commodities whatever are raised in 
absolute price, merely because wages rise; that they never rise unless additional 
labour be bestr^cd on them ; bat that all commodities in the pnxluction of which 
fixed capital enters, not only do not rise with a rise of wages, but absolutely 
fall” {Principles of Political Economy and YaxaU n (London, 1817) pp 
Works and Correspondence, ed. SrafTa, Vol. i, pp.^62-3). 1 • o q\ 

t Ibid., Vol. 1, p. xxxvii, and Vol. vii, p. 377 (Letter to Mill, 28 Dec. 1818). 
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wages rose, some things would rise in price (those “whidh had 
less fixed capital employed upon them than the medium in 
which price was estimated” and/or with a more rapid turnover 
of fixed and circulating capital), while of.her things (those with 
more fixed capital) would fall;^the price-lcvcf on the average 
remaining unchanged as his anti>Smith corollary (as we have 
called it) required.* He thereby came nearer, it may be noticed, 
‘to the standpoint that Marx adopted in his theory of Prices of 
Production in Volume 3 of Capital. 

TliF place occupied in this argument by the notion of ‘ an 
invariable standard’ explains his concern with finding the 
proper way of defining an invariable measure of value as well 
as the close connection in his mind between the two problems of 
the measure and the cause or principle of value. The connection 
between them, as he envisaged it, is clearly expressed in the 
opening sentence of the section ‘On an invariable measure of 
value’ (Section vi in the third edition): “When commodities 
varied in relative value, it would be desirable to have the means 
of ascertaining which of them fell and which rose in real value, 
and this could be .effected only by comparing them one after 
another 'with some invariable standard measure of value, which 
should itself be subject to none of the fluctuations to which 
other commodities are exposed. He forthwith gocs'on to say 
that “of such a measure it is impossible to be possessed, because 
there is no commodity which is not itself exposed to the same 
variations as the things, the value of which is to be ascertained”. 
But, while there was no shift in his standpoint on ‘‘the real 
‘foundation of exchangeable value”, hesitation and doubt 
become increasingly evident in his search for a precise definition 
of the conditions necessary to make such a standard invariable. 
In his third edition he seems to have accepted the view that 
invariability in a standard was not only impossible to find in 
practice but was impossible in principle. The reason he gives 

• Ibid.y Vol. f, pp. xxxix,xlii-xliv, pp. 43, 63. In edition 2 he had added in deference 
to Torrens “the unequal times that the circulating capital ntXy cirtulatc” to 
the othet two sorts of variation in /capital, which he had called “diflfcrences in 
the durability of fixed capital” and “variety in the proportions in which the 
two sorts of capital may be combined”. t p. 43. 
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is tha*t even supposing “the stole quantity of labour to be 
always required to obtain the same quantity of gold, still gold 
would not be a perfect measure of value, by which we could 
accurately ascertain the variations in all other things, because 
it would not be produced witl^ precisely the same combinations 
of fixed and circulating capital as all other things; nor with 
fixed capital of the same durability; nor would it require 
precisely the same length of time, before it could be brought tfi 
market”. Thus it could only “be a perfect mezLsure of value for 
all things produced under the same circumstances precisely as 
itself, but for no others”. Thus in seeking a measure one seemed 
to be faced with a dualism of two incommensurable entities, 
labour and time the length of time over which labour was 
‘advanced’, or alternatively stored-up) : it was in this context 
that he made the percipient remark that all differences in 
capital can be reduced to differences of time.* One had to 
content oiUjJf, therefore, with “as near an approximation to 
a standard measure of value as can be theoretically conceived ” : 
namely, “gold considered as a commodity produced with such 
proportions of the two kinds of capital ^ approach nearest 
to the average quantity employed in the production of most 
commodities”.! Yet so important did he hold this search for 
an absolute value to be as to cause him to spend the last summer 
of his life in an intensive correspondence wath Malthus on the 
subject of the measure of value (following publication of the 
latter’s pamphlet of that name), and in the closing weeks of his 
life to compose several incomplete drafts of a paper on ‘^Vbsolute 
Value and Exchangeable Value?’! According to his own con* 
fession in a last letter to Mill, he had “been thinking a good 
deal on the subject lately, but without much improvement ”.§ 

* “All the exceptions to the general rule come under this one of time” (ibid.y 
Vol. vni, p. 193. Letter to McCulloch, 13 June 1820). Cf. also: “in this then 
consists the difficulty of the subject that the circumstances of time for which 
advances arc made arc so various that it is impossible to find any one commodity 
which will be an unexceptionable measure” {ibid., Vol. iv, p. 370). 
t Ibid., Vol. I, 45- 

} Published for the first time (after discovery along with a series of letters to Mill 
among some Cairncs family papers in Irelanfl) ibid., Vol. iv, pp. 361-412. 

§ Ibid., p. 359, and Vol. ix, p. 387. 
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To a modern ear this search* for a notional measure or invari- 
able standard is apt to appear curious, even meaningless: so 
much so that it is sometimes dismissed as a phantom problem, 
or else as being just the familiar ‘indei-number problem’ in 
an old-fashioned guise. Possibly the position occupied in 
economic controversy of recent ye^rs by questions of measure- 
ment of capital and the influence of distribution upon prices 
will serve to win for Ricardo’s preoccupation a more under- 
standing attention. We are indebted, again, to Mr Sraffa for 
revealing the true nature of Ricardo’s problem. He has shown 
that what t^o^lbled Ricardo was that the size of the national 
product appears to change when the division of it between 
classes changes. “Even though nothing has occurred to change 
the magnitude of the aggregate, there may be apparent changes 
due solely to a change in measurement, owing to the fact that 
measurement is in terms of value and relative values have been 
altered as a result of a change in the division between wages 
and profits.” Had Ricardo been interested primarily in the 
question of “why two commodities produced by the same 
quantities of labour are not of the same exchangeable value”, 
this need not have worried him. But since his primary concern 
was with the effect of a rise or fall of wages - with** change’ 
rather than with ‘ difference ’ - it was crucial for his analysis to 
“find a measure of value which w^ould be invariant to changes 
in the division of the product; for if a rise or fall of wages by 
itself brought about a change in the magnitude of the social 
product, it would be hard to determine accurately the effect 
on profits”.* 

Ill 

Ricardo’s primary interest in Distribution as “the principal 
problem^ in Political Economy” is probably too familiar to 
need repeating, as may be also the main dynamic corollary 
derived from his Theory of Distribution in the shape of a con- 
ditional forecast of the future. Yet this has beep sufficiently 
misinterpreted for an emph^is on certain aspects of it not to 

* Editor's Introduction to Works And Correspondence of Ricardo^ Vol. i, pp. jdviii-xlix. 

For Mr Sraffa’s own proffered solution sec Chapter 9. 
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be entirely otiose. An initial object of misunderstanding has 
been his use of proportions in connection with changing income- 
shares, and hence th(? proper interpretation of certain of his 
statements. Needless to say, th^ income-categories that he took 
as the subject of his enquii^ were not adopted arbitrarily as 
abstract categories of instrumental productive factors, but were; 
chosen as corresponding to the three main classes of the com- 
munity as he (and other economists of the time) saw them. In 
this he followed in the footsteps of Adam Smith; and h*ere at 
the ground-floor of his structure an important sociological 
datum was introduced. (In those much-thumbed opening words 
of his Preface: “The produce of the earth - all that is derived 
from its surface by the united application of labour, machinery 
and capital, is divided among three classes of the community; 
namely, the proprietor of the land, the owner of the stock or 
capital necessary for its cultivation, and the labourers by whose 
industry it is cultivated.'’) When he spoke of these shares rising 
or falling (and the direction of their relative movement was his 
principal concern) he generally meant rising or falling in what 
he called “real value” in terms of an invariable money: in 
other wwds in terms of the amount of labour required to pro- 
duce the share in question. Here his statements stood firmly 
within the category of (absolute) value, as measured by quan- 
tity of labour. With a given scale of production measured in 
terms of employment of labour, this was accordingly the same 
thing as saying that the proportion of the total value produced 
going to the share in question had risen or fallen; and it is in 
this sense that his references to a rise of wages causing a fall in 
profits must be understood. Thus the phrase ‘real value of 
wages’ that comes strangely to a modern car is defined by 
Ricardo as “the quantity of labour, and capital employed in 
producing them”: wages are to be estimated by this “and not 
by their nominal value either in coats, hats, money or corn”.* 

• Ihid,^ Vol. I, p. 50. In his Notes on Malthuslic says: “I should think it a great 
error to say that wages had fallen, when it was a^. *ed that the labourer ‘had an 
increased proportion of the value of the whole produce obtained, by a given 
quantity of capital*. Value is I think measured by proportions** {ibid., Vol. ii, 
p. 138). This in particular was the language sharply criticised by Bailey (among 
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In this connection there was some ambiguity* over the share 
of rent as to whether this would tend to rise as a proportion with 
progress in capital accumulation and increasing population; 
and in view of this Ricardo has«‘sometimes been interpreted as 
claiming that rent would rise, not merely absolutely, but rela- 
itively to profit and wages, or as a proportion of total product.’*' 
To begin with, it is true, he came very close to saying that rents 
would rise, not merely as a share of total surplus, and hence at 
the expense of profit, but as a proportion of the whole. In the 
Essay of 1815 he certainly speaks of rent “in a progressive 
country” as “not only absolutely increasing”, but also “increas- 
ing in its ratio to the capital employed on the land” and says 
that “the landlord not only obtains a greater produce, but a 
larger share”. In the first edition of the Principles this ‘double 
benefit’ to the landlord is repeated and reference is made to 
“the proportion of raw produce paid to the landlord for rent” 
as rising.f In face of criticism from Malthus (in his own 
Principles) for having handled rent in terms of proportions, 
Ricardo^ in his NStes on Malthus^ admitted that his “language 
about proportions may not have been so clear as it ought to 
have been” and that if he had fallen into the error of stating J 
that “the proportion of the whole produce which falls to the 
landlord’s share” increases, he wished to “correct the passage” 
by substituting the word ‘portion’ for proportion, “or if the 
word proportion be retained, it must be the proportion of the 
, produce obtained on the more fertile lands ”.§ In accordance 
with this, among his revisions in the third edition of Principles 

others) as “strange language** and a “singular perversion of terms’’ {A Critical 
Dissertation on the Nature^ Measure and Causes of Value (London, 1825) P* 5®) » 
referred to by Malthus as “ this unusual application of common terras which has 
rendered Mr Ricardo’s work so difficult to be understood by many people** 
{Principles of Political Economy^ considered with a view to their practical application 
(London, 1820) p. 214). Malthus followed Smith in using ‘real wages* and 
‘real rent* to refer to “power of commanding labour, and the necessaries and 
conveniences of life *’. , 

* Professor M. Blaug, for example, apparently interprets him in Cnis sense (Economic 
Theory in Retrospect (London, 1964 and 1968) p. 1 1 1). 
t Ed. I of Principles (London, 1S17) p. 76; Works and Correspondence of Ricardo , cd. 
SraiTa, Vot. i, p. 83. 

i This is prefaced by the statement: “I do not know where I have 8 ai 4 this. ** 

§ Ibid., Vol. II, p. 197; cf. Editor’s Introduction to Vol. i, p. Ivi. 
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Ricardo included a change in the Chapter On Rent from the 
words “proportion of the whole produce” to “proportion of 
the produce obtained with a given capital on any given farm”.* 
It seems clear, theVefore, that Ricardo had in mind the produce 
of previously cultivated lani, whch speaking of the share of rent as 
increasing when the margin of cultivation was extended. A ; 
glance at any simple textbook rent-diagram will show that in 
this he was right, but that it is quite possible at the same time 
for rent as a proportion of all produce, from previously culti- 
vated and from newly cultivated land, to fall as the margin of 
cultivation is extended. | Clearly nothing in his general argu- 
*mcnt about rent and profits is affected by whether rent as a 
relative share rises or falls, as some seem to have supposed it to 
be. 

Into his long-term forecast (resting as we have seen on the 
assumption ot negligible, or at least restricted, imports of corn) 
enters the notion of the stationary state, which in slightly 
different guises and with varying degrees of emphasis occupied 
a place in much of the writing of the classicarperiod. Wjere one 
painting the scene in dramatic colours, one might be tempted 
to speak of this as a nightmarish phantom lurking just over the 
horizon; its possible emergence being a constant preoccupation 
whenever the long-term effects of policy-measures were con- 
sidered. The progress of capital accumulation was the constant 
goal of endeavour and the guarantee of material prosperity for 
the community at large and for all classes. Adam Smith had 

* Ibid,, Vol. I, p. 83. 

t The rise or fall depending on the shape of the cost-curve. Obviously cost swallows 
proportionately more (and rent equivalently less) under higher-cost production 
near the margin than it docs on more fertile land ; 
while the degree to which rents on the latter rise de- 
pends on how rapidly cost (and hence price) rises 
as the margin is extended. Thus in the attached 
diagram, using a straight-line curve of costs, 
the rent-triangle remains a constant proportion 
of the whole; wlfile rent as a share of the produce 
on old land, OA, rises proportionately when Culti- 
vation expands to OB and price equivalently 
rises from OPj to OPj ; cf. Blaug, Ricardian Econo- 
mics, p. 1 10, where per contra average and marginal productivity curves arc used 
in illustration. 
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his “progressive state ... in reality the cheerful and hearty 
state to all the different orders of society’’ (by contrast with 
which “the stationary is dull, the declining melancholy”). 
This progressive state, “while the society is advancing to the 
further acquisition, rather than when it has acquired its full 
complement of riches ” is when “ the conditions of the labouring 
poor, of the great body of the people, seems to be the happiest 
and the most comfortable”.* Ricardo, inclined to pessimism of 
dynamic vision, at any rate in the absence of free trade, held 
out the possibility, “notwithstanding the tendency of wages to 
conform to their natural rate”, of the market price of labour 
“in an improving society, for an indefinite period be[ing] 
constantly above it; for no sooner may the impulse, which an 
increased capital gives to a new demand for labour be obeyed, 
than another increase of capital may produce the same effect”. 
This possibility will be reinforced if circumstances permit “an 
addition to the food and clothing of a country . . . [to] be made 
by the aid of machinery, without any increase, and even with 
an absolute diminution in the proportional quantity of labour 
required to produce them”. Then indeed “the condition of the 
labourer will be very greatly improved”; and if diere should 
happen to be “an abundance of fertile land: at such periods 
accumulation is often so rapid, that labourers cannot be sup- 
plied with the same rapidity as capital”. There is also a hint of 
a further favourable influence of which John Stuart Mill was 
later to make much more: that the ‘natural price of labour’, 
depending as this does “on the habits and customs of the 
people”, should itself be raised by upward changes in the latter. 
Of this he wrote (in his second edition): “The friends of 
humanity cannot but wish that in all countries the labouring 
classes should have a taste for comforts and enjoyments, and 
that they should be stimulated by all legal means in their 
exertions to procure them. There cannot be a better security 
against a superabundant population.”! 

Despite this, however^ tile more general or likely picture as 

r V 

• Wealth of Nations^ p. 83. 

t Works and Correspondence of Ricardo, ed. Srafia, Vol. i, pp. 98, 100. 
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he probably sa*v it in circumstances such as those prevailing 
in England, was that population would tend to outdistance 
capital accumulation, ^nd “as population increases, these 
necessaries will ht constantly Rising in price, because more 
labour will be necessary to prexlucc them”. If money-wages in 
these circumstances should rise in whole or partial compen- 
sation to the labourer, this “would necessarily diminish the 
profits of the manufacturer”, with a tendency to discourage 
accumulation further. While the stationary state (“from wTiich 
I trust we arc yet far distant”) is mentioned explicitly only in 
the context of the Poor Laws and their effect on population, it 
seems fairly clear that it was in his mind’s eye as the ultimate 
destination of that “natural tendency of profits to fall” which 
was constantly threatening to undermine the “progressive 
state”, especially in face of hindrances to importation. Although 
“checked ai repented intervals” by improvements in agri- 
cultural machinery and discoveries in the science of agriculture, 
tins tendency, lung before its limit is reached, “will have 
arrested all accumulation, and almost the whote produce ^of the 
country, after paying the labourers, will be the property 
of the owners of land and the receivers of tithes and 
taxes”.* 

It Iris become not uncommon for these Ricardian dynamic 
tendencies to be dismissed by setting them in contrast with 
actual events in the second halfof tl. * L.cnth i ^ ntu; ' -’.v 
pessimism - not only in his case but surroimc' alk of 

a ‘stmionary state' - has beem disini ' ec! as a ciniosit)' i the 
history of though’ a even as a salutary example of th r^Lilt 
of following out “long trains of deductive reasoning” such as 
Marshall! rnunselled economists to eschew. Such criticism, 
however, in Ricardo's case nis to be less than fair: hiJecd, 
confrontation of his ‘forecast' vwth actual events in a century 
that was to witness Englisli free trade and a revolution in both 
sea and land tr^isport is scarcely appropriate in view of his 
explicit mention of “hindrance to free .importation ” in the 

♦ Ibid.f pp. IOI-2, log, 1 20- 1. 

t Principles of Economics, 7 th cd. (London, 1916) p. 781. 
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context of the tendencies described. It can be 'said that in the 
Principles these hindrances to importation are too little em- 
phasised as a condition; and that sirlce they are not firmly 
placed in the centre of the pioture, the impression is conveyed 
that they are a reinforcing influfc'ncc qnly, affecting merely the 
time-scale of the depicted ‘‘natural tendency” which would 
operate in any case, if more slowly in their absence. In his own 
mind, however, it seems clear that the Corn Laws were 
prominent, if not central, in the context of his dynamic fore- 
cast, In th^' argument of the Essay they evidently were; and 
their prominence was the occasion of Edwin Cannan’s state- 
ment that we quoted in Chapter i, that as “basis for an argu- 
ment against the Corn Laws it would have been difficult to 
find anything more effective than the Ricardian theory of 
distribution”.* Free imports, in Ricardo’s view, were the 
essential offset to diminishing returns - essential to keep at bay 
tlte bogey of relapse into a stationary state. Writing in 1819, and 
referring to “the scarcity, and conseciucnt high value of food 
and qthcr raw j!)roduce” as “the only obstacle” to increasing 
wealth and population “for an indefinite time”, he says this: 
“ Let these [i.e. food and raw' products] be supplied from abroad 
in exchange for manufactured goods, and it is difficult to say 
where the limit 'is at which you would cease to accumulate 
wealth and to derive profit from its employment.” To this he 
adds: “This is a question of the utmost importance to political 
economy.”! A year later, in writing to Trower, he says: “I 
contend for free trade in corn on tiie ground that while trade 
is free, and corn clieap, profits will not fall however great the 
accumulation of capital. If you confine yourself to the resources 
of your own soil, I say, rent will in time absorb the greatest part 
of that produce which remains after paying wages, and con- 

* E. Cannan, op. cit. p. 391. 

■f Contribution to Encyclopaedia Britannica^ Works and Correspon^nce of Ricardo, cd. 
SrafTa, Vol. iv, p. 179. Cf Prof. M Blaug: “The alleged ‘pcalimism* of Ricardo 
was entirely contingent i\oon the maintenance of the tariff* an raw produce . . . 
the ndcion of an impending stationary state was at most H useful device for 
frightening the friends of protection ... [it was] a methodological fiction” 
{Ricardian Economics, pp. 31-2). 
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sequently profits will be low.”* This interpretation of his own 
intentions in the Principles (he was referring to “misrepresen- 
tation” of it in Malt|jius’s book) would seem to be decisive. 

We have so fkr said nothing directly about the place occupied 
by the Malthusian theory of •population in Ricardo’s system, 
although this must ha re been implied in what has already been 
said. Suffice to say that Ricardo fully accepted this theory, and 
felt indebted to his friend and epistolary sparring-partner for it. 
What it served to do was to provide Ricardo with a ^pply- 
theory of wages. It provided a meclianism of supply-adjustment 
whereby wages, or the current "market price’, became adjusted 
to the ‘natural price of labour’; this latter being defined as 
“that price which is necessary to enable the labourers to subsist 
and perpetuate their race, without cither increase or diminu- 
tion”.! In other words, ilie price of labour was governed by its 
own cost of production, in the sense of a level of wages that 
sufficed to maintain a given labouring population (or alterna- 
tively a population increasing about as fast as capital accumu- 
lates - which of the possible alternatives never being made 
quite clear). Wc have seen that this notion of a given, or 
independently determined, level of corn-wages was the basis 
of this theory of profits as initially formulated. But we have also 
seen that he did not give it a crudely physical-subsistence 
interpretation as some have imagined and as such have lightly 
dismissed it. ‘ Habits and customs ’ entered into what was con- 
ventionally ‘necessary’ at any period or place. Thus in his 
Chapter On Wages there is the much-quoted passage: “It is • 
not to be understood that the natural price of labour, estimated 
even in food and necessaries, is absolutely fixed and constant. 
It varies at different times in the same country, and very 
materially differs in different countries. It essentially depends 
on the habits and customs of the people. An English labourer 
would consider his wages under their natural rate, and too 
scanty to support a family, if they enabled him to purchase no 

♦ Works and Conespondence of Ricardo, cd. Sraff^, Vol. viii, p. 208 (Letter to Trower, 
21 July 1820). Cf. also in Notes on Malthus, itd , Vol. ii, p. 222: “but I have 
added this will not be the case if you can and will get cheap food (tom abroad 
t Ibid., Vol. I, p. 93. 
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*! I 

Other food than potatoes, and to live in no better habitation 

than a mud cabin; yet those moderate demands of nature are 

often deemed sufficient in countries where ‘man’s life is cheap’ 

and his wants easily satisfied.”* It was the enhanced importance 

of this social or conventional elertient at times when the market 
* * * • . 

price of labour rose above the natural price on which ‘‘the 

permanence” of this rise “will depend” and on which “the 
friends of humanity” could place their hopes as “security 
agains/ a superabundant population”. 

An account of Ricardo’s theory can scarcely be closed with- 
out some reference to his discussion with Malthus on the cause 
of ‘gluts’ and the possibility of general overproduction. Here 
it is that Ricardo relied on what has come to be called Say’s 
Law, while Malthus has been hailed as precursor of twentieth- 
century doctrine which, in denial of Say’s Law, lays emphasis 
upon the level of effective demand. Together with Sismondi, 
Malthus was here fathering what was to be regarded for a century 
or more as the heresy of underconsumption. A substantial part 
of Ricardo’s ‘Notes on Malthus’ is occupied with this theme. 

Malthus starts with the case where there is a ‘parsimony’ by 
capitalists that is utilised to employ additional workers (in 
common with Ricardo he has in mind the case where capital 
consists exclusively of circulating capital and all new capital 
accordingly goes to provide wages and raw materials with which 
new workers are set to work). “It is undoubtedly possible by 
parsimony”, he says, “to devote at once a much larger share 
I than usual of the produce of any country to the maintenance of 
productive labour; and it is quite true that the labourers so 
employed are consumers,” “But... the consumption and 
demand occasioned by the persons employed in productive 
labour ran never alone furnish a motive to the accumulation 
and employment of capital; and with regard to the capitalists 
themselves, together with the landlords and other rich persons, 
they have, by the supposition, agreed to be parsjmoiiious, and 
by depriving themselves of their usual conveniences and 

* Ibid,, Vol. li pp. 96-7. To this in the 2nd edition he added a footnote to acknow- 
ledge bis indebtedness to Torrens. 
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luxuries to s^ve from their revenue and add to their capital. 
Under these circumstances, I would ask, how it is possible to 
suppose that the increased quantity of commodities, obtained 
by the increasecj number of pj^oductive labourers, should find 
purchasers, without such a, fall of price as would probably 
sink their value belo\^ the costs of production.”* This coulcj 
almost be a passage from J. A. Hobson or any other under- 
consumption (or over-saving) theorist; but yet it docs not strike 
one as specifically Keynesian (on first glance at any rate)*, since 
the additional parsimony is matched forthwith J^y additional 
investment. Concern would seem to be directed towards the 
productive effect of additional investment, and to this being un- 
matched by any expansion of demand (thus giving it something 
of a Kalcckian savour). 

, Referring to Say and his ‘Law of Markets’, Malthus goes on 
to say that, although “it has been thought by some very able 
writers” that there cannot be a general overproduction or glut 
of ^// things because “commodities being always exchanged for 
commodities, one half will furnish a market for the other half”, 
yet in his opinion “it is by no means true . . . that commodities 
are always exchanged for commodities. The great mass of 
commodities is exchanged directly for labour.” Hence “it is 
quite obvious that this mass of commodities, compared with the 
labour with which it is to be exchanged, may fall in value from 
a glut just as any one commodity falls in value from an excess 
of supply ’’.f Here, it would seem, his concern is with a rise in 
real-wages in consequence of an increase in the rate of accumu- 
lation, with a resulting squeeze on profits. Tliis might seem to 
come oddly from the pen of the author of the Essay on Population 
(as, indeed, J.-B. Say remarked). J 

* Rev. T. R. Malthus, Principles of Political Economy (London, 1820) pp. 352-3. 
A few paragraphs later he puts it even more sharply, thus: “a great increase of 
produce . . . with wants diminished by parsimony, must necessarily occasion a 
great fall of value estimated in labour, so that the same product, though it might 
have cost the saiAe quantity of labour as before, would no longer command the 
same quantity; and both the power of accumVilaf ’*n and the motive to accumu- 
late would be strongly checked” {ibid., p. 355). • t Pfid., pp^353-4. 

} Letters to Mr Malthus on several subjects of Political Economy and on the Cause of 
Stagnation of Commerce, by J.-B. Say (trans. John Richter, London, 1821) p. 30. 
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His emphasis, however, later shifts back to the deficiency of 
demand for commodities. “No productive labour can ever be 
in demand with a view to profit unless the produce when 
obtained is of greater value than the labour which obtained it. 
No fresh hands can be employed iji;i any sort of industry merely 
in consequence of the demand for its 'produce occasioned by 
the persons employed.”* Since a too rapid rate of accumulation 
was quite possible, it followed that there was an advantage in 
having a class of ‘ iinproductivT, consumers’, such as he evidently 
regarded ihq landed gentry as being. Their self-indulgent 
demand would serve to offset the excessive parsimony of capital- 
ists, and an economic as well as social balance would then be 
struck. He concludes that “no nation can possibly grow rich by 
an accumulation of capital, arising from a permanent diminu- 
tion of consumption; because, such accumulation being greatly 
beyond what is wanted, in order to supply the effective demand 
for produce, a part of it would very soon lose both its use and 
its value, and cease to possess the character of wealth 

Ricardo, not surprisingly, answered with Maltlius’s own 
view orpopulation. In the first place, he denied that parsimony, 
if matched by investment in additional circulating capital, 
could result in any deficiency of demand (unless tilt investment 
were misdirected) :.the “wants of consumers” would simply be 
“transferred with the power to consume to another set of con- 
sumers”; “the power to consume ... is not annihilated but is 
transferred to the labourer”. J Secondly, if wages should be 
raised, this could be no more than a temporary state of affairs 
unless the cost in labour of subsistence had risen. In the circum- 
stances supposed “the specific want would be for population”. 
While admitting that “on the supposition that population does 
not increase with the same rapidity as the funds which are to 
employ it”, there would be a check to accumulation, this would 
be no more than a temporary check until population had 
caught up again. In the meantime “the c^^ndltion of the 

• T. R. Malthus, Principles of Poliiical Economy (London, 1820) pp. 348-9. 
t Ibid., p. £70. 

{ ‘Notes on Malthus*, Works and Correspondence of Ricardo, cd. Sraffa, Vol. n, 
PP- 309. 3 **- 
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labourA- would then be most haf>py”j the power of labourers 
to consume having been increased. True, ‘‘profits would be 
low because wages would be high”, l^ut ‘"would only continue 
so till population increased and labour again fell”.* 

Malthus’s views on effective ejemand and upon the beneficial 
role of a class of ‘ unproductive.consnmers’ had been anticipated 
at the beginning of the century by the Earl of Lauderdale by 
whom he was very probably influenced (as he undoubtedly was 
in his views on the Corn Laws), even while stating that “Lord 
Lauderdale appears to have gone as much too I'ar in depreciating 
accumulation, as some other writers in recommending it”.| 
Although the latter’s views about the evils of parsimony, as wc 
shall see, were expressed more strongly than by Malthus, any 
analysis connected with the statement of them was much 
weaker. In addition to being an “instigator and champion of 
die Corn Law”, so beneficial to the landowning interest, he 
was to becoiiii “a leading champion ... of extreme Tory 
policies” in the House of Lords. J Malthus, although more 
cautious as a rcasoncr and more moderate in his statement of 
any argument, clearly sympathised with Lauderdale’s views in 
essentials and leaned fairly consistently to the conservative side. 
This would seem a more revealing clue to the disagreement 
between him and Ricardo than whether he chanced to be 
biassed towards attending to “immediate and temporary 
effects”, and Ricardo towards the long-run and more perman- 
ent results of economic change (as Ricardo himself expressed 

it).§ 

♦ Ibid., pp. 303, 318, 

t Malthus, Principles of Political Economy, p. 35211. 

J Morton Paglin, Malthus and Lauderdale : the Anti- Ricardian Tradition (New York, 
1961) p. 90. In earlier years he had been a Whig follower of Charles James Fox. 
§ In a letter to Malthus ol’ 24 Jan. i«i7. Works and Correspondence of Ricardo, ed. 
Srafla, Vol. vii, p. 120. 
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In the* years following Ricardo’s death a considerable volume 
of criticism of his doctrine accumulated, and such was its 
impact, already before the end of the decade, as to make one 
wonder whether respect for his doctrine would have continued 
to be anything like so great as it was in the middle of the 
nineteenth century without the loyal championship (as well as 
popularisation) of his main doctrines by John Stuart Mill. By 
1831, indeed, the Political Economy Club was holding a dis- 
cussion on the question (tabled by Torrens) “whether any of 
the principles first advanced” in Mr Ricardo’s work are “now 
acknowledged to be correct”; Torrens affirming in the dis- 
cussion that “all the great principles of Ricardo’s wwk have 
been successively abandoned, and that his theories of Value, 
Rent and Profits were now generally acknowledged to have 
been erroneous”.* 

Already in Ricardo’s lifetime, of course, there had been rival 
poles of doctrine. Most definite and outspoken in its conservatism 
we have seen was the Earl of Lauderdale, no negligible economic 
thinker, and one who swam boldly against the incoming tide of 
Smithianismus, Not only was he in policy protectionist, at least 
so far as the Corn Laws were concerned, hut a leading pre- 

• Political Economy Club: Centenary Volumey Vol. vi (London, 1921) pp. 35, 36, 223. 
Torrens’s question was discussed on 13 Jan. and then again on 14 April. Accord- 
ing to Mallet, in the second discussion, however, “it was generally admitted 
that ... his [Ricardo’s] principles arc in the main right. Neither his Theories of 
Value nor his Tlieorics of Rent and profits are correct, according to the very 
terms of his propositions; but they are right in principle” (ibid.y p. 225). Cf. also 
Blaug, Ricardian EconomicSy pp. 62-3; Meek, Economics and Ideology and Other 
Essays (London, 1967) pp. 67-8; and for a contrary view c/. the remarks of 
Lionel Robbins, Ths Evolution of Modern Economic Theory (London, 1970) p. 59. 
Professor Meek ooserves that “Marx saw the year 1830 as ipiarking the end of 
‘Ricardian’ economics - and, indeed, not only of ‘Ricardian* but also of 
‘Cla.ssicar and even of ‘scientific’ economics. From then on, the scientists were 
obliged to^givc way to the hi^ed prize-fighters” {ibid.y p. 52). It wal with special 
reference to these post- 1830 trends that Marx’s term vulgardkonomi$ was coined. 



THE REACTION AGAINST RICARDO 97 

• 

occupation with him was to denounce the “baneful passion for 
accumulation ’ that has been falsely denominated virtue’* and 
to demonstrate “the full extent of the evil that must arise from 
indulging” it. The evil consisted in the “diminution of value” 
that “must be produced . . . iri»the articles for which parsimony 
occasions an abstraction ot* 'demand” and hence “a similar 
diminution of the productions of the country It followed thae 
“accumulation of capital must at all times have its bounds”. f 
Another butt for his criticism was the Smithian view of^profit 
as a deduction; of the ideological implications of which he was 
pcrspicaciously aware. As against it he saw the origin of profit 
in capital’s capacity for “supplanting a portion of labour, 
which would otherwise be performed by the hand of man; or - 
from its performing a portion of labour, which is beyond the 
reach of personal exertion of man to accomplish”. J Although 
'Malthus wc have seen was undoubtedly influenced by him, the 
former by contrast chose the role of a supporter of Smithian 
tradition on points where Ricardo had been critical of the 
Wealth of Natiovs and had given its essential doctrines a more 
radical twist. This is apparent not only in Malthus’s tenacious 
defence of Adam Smith’s ‘labour commanded' measure of 
value, but also in his habit of visualising questions of exchange- 
value within a general supply-demand framework (as Smith 
had done in his ‘Adding-up-components Theory’). It was 
nowhere more evident than in his treatment of the theory of 
profits.§ Yet by the time that the reaction against Ricardo was 

* Earl of Lauderdale, An Inquiry into the Nature and Origin of Public Wealth (Edin- 
burgh, 1804) PP* 218, 220, 248. As such he might seem to have been voicing no 
more than a crude undcr-corisumplion view. He does add that the formation of 
an accumulating fund would have caused “real wealth to be extinguished” (due 
to the fall in demand) “before this accumulating fund . . . could have in all 
probability converted ... revenue into capital” {ibid.^ p. 249), whi<jh some 
might regard as anticipating Keynesian reasoning about saving and investment 
and the immediate effect of a change in the propensity to consume, 
t /AtV/., p. 265. 

+ Ibid.^ pp. 161 seq. He goes on to speak of “five modes ... by which capital 
becomes entitled ^to a profit”. 

§ E.g, Malthus’s statement in summary towards the end of his Chapter ‘Of the 
Profits of Capital’: “We only take a view of half the question if we advert 
exclusively to a rise in wages of labour without referring to a fall in the prices 
of commodities. Their effects on profits may be precisely the same; but the latter 
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in full tide, these differences apparently came to be regarded as 
secondary and Malthus himself, to a larger view, as leaning 
towards the Ricardian side.* 

The gathering criticism of Ricardo in Vhe years following his 
death was mainly directed agairst his theories of value and of 
profit; secondarily against his thcoVy of rent, so far at any rate 
cas this was presented in such a way as to represent the interests 
of the landowner as being opposed to the social interest. 
Professor R. L. Meek has explained the vehemence and quick 
success of this criticism by the fact “that the majority of 
economists were very much aware of the dangerous use to 
which a number of radical writers were putting Ricardian 
concepts”! 5 these writers including Thomas Hodgskin in par- 
ticular, and later other so-called ‘Ricardian Socialists’. 
Although McCulloch in the middle 1820s had undertaken a 
series of annual lectures in honour of Ricardo (and was later to 
edit a collection of Ricardo’s works), he was by training and 


case, where there is no question respecting the state of tlic land, shews at once 
how much profits d^Jcnd upon the prices of commodities, and upon the cause 
which determines these prices, namely the supply compared with the demand” 
(Principles of Political Economy (London, 1820) p. 334). 

This may have been because Bailey joined cniicisin of Malthus with his attack 
on Ricardo, and Malthus retorted, as we shall see, with contempUious dismissal 
of Bailey’s pamphlet. Dr Robert M. Rauner in his essay on Bailey speaks oi 
“the fact that both Ricardo and Malthus became increasingly attached to a 
value which was not relative” and of Malthus “being one with Ricardo in 
believing that ‘value’ would remain the same if cost remained constant” 
(Samuel Bailey and the Classical Theory of Value (Harvard, 1961) p. 6G and cf. 
p. II9)* 

t Meek, Economics and Ideoh/fy^ p. 70. Hodgskin’s Labour Defended against the Claims 
of Capital was published in 1825 Popular Political Economy in 1827, by 

which date he was a considerable influence in Mechanics Institute circles. 
James Mill’s view of Hodgskin's ideiis as given in a letter to Brougham was that 
“if they were to spread they would be subversive of civilised society” (cit. 
Robbins, The Theory of Economic Policy in English Classical Political Economy 
(Lonfi*.on, 1952) p. 135). Of the whole group of economists of this period from 
Bailey to Longficld Professor M. Blaug has said: “It is significant that the 
writers who attacked the views of the ‘labour theorists’ - Scropc, Read and 
Longficld -• were also among the first to advance the abstinence theory of profit. 
In this sense, the theoretical innovations o( the ‘neglected British economists 
were not unrelated to the nature of the class struggle after ^830 . . . And if we 
choose to regard the labour cost theory of value as the kernel of Ricardian 
economics we are driven to assert that the vital influence of Ricardo came to an 
end in the 1830s” (Ricardian Economics, pp. 224-5). 
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inclination less than equal to the task of answering this criticism 
effectively; being a fluent (and intelligent) journalist and 
populariser rather than a subtle or original thinker. Moreover, 
he was himself in the course of time to move progressively 
further away from Ricardo’s petition. 

The first and perhaps most influential of the attacks on 
Ricardo was the work of Samuel Bailey in 1825, a Sheflield • 
merchant of some consequence in that city, who was later to 
engage, inter alia, in some quite acute philosophical criticism 
which included a critique of Bishop Berkeley’s theory of vision. 
His polemic against Ricardo took the form of a 2ob-page essay 
entitled A Critical Dissertation of the JVature, Measure and Causes of 
Value: chiefly in reference to the ivntins^s of Mr. Ricardo and his 
followers, which was at first published anonymously, and has 
been hailed by some twentieth-century economists as a remark- 
able anticipation of modern notions. Although Torrens was 
quick to endorse it (in the 1831 discussion at the Political 
Economy Club), Scligman has classed Bailey among “Neglected 
British Economists”.* 

The main butt of his criticism was Ricardo*’s notion qf' abso- 
lute value, and with it the notion of an in\’ariablc standard. 
Bailey was a thorough-going relativist, and he started by defining 
value as solely consisting in what Ricardo had termed ‘relative 
value’ or ‘exchangeable value’. “Value”, he said, “denotes 
. . . nothing positive or intrinsic, but merely the relation in 
which two objects stand to each other as exchangeable com- 
modities ... it denotes a relation between two objects”, thus 
“bear[ing] a resemblance to distance ’’.f It followed that “the 
very term absolute value implies the same sort of absurdity as 
absolute distance”, and that Ricardo’s search for a commodity 
of unvarying value as a standard was pointk\vs, since thcfe was 
no way of defining ‘unvarying value'. “ My proposition is that, 
if the causes affecting any one commodity continued unaltered, 
this commoditj^ would not* be invariable in value, unless the 
causes affecting all commodities cornpared with it continued 

• 

* Ecrnomic Journal, Vol. xiii, 1903, pp. 352-5* 
t A Critical Dissertation, pp. 4-5. 
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unaltered. In presenting this purely relative notion of value 
(and denying any other) he spoke incidentally of “value, in its 
ultimate sense” as meaning “the esteem in which any object 
is held. It denotes strictly speaking an effect produced on the 
mind.”| (This remark, needless to say, has caused him to be 
hailed as a progenitor of the Jevonian Revolution.) J De 
Quincey comes in for special attack as exponent of Ricardo, 
and even Malthus for sponsoring the notion of “invariable, 
absolute, natural” value (in his Measure of Value) by contrast 
with “nominal or relative value”. 

Regarding the theory of profits he has little to contribute 
beyond the statement that profits denote “only a share or 
proportion of commodities” and a rise in them can only mean 
that “the gain of the capitalist bears a higher ratio to the capital 
employed”; from which the conclusion is drawn that when 
profits are defined in this way, “the proposition that when 
labour rises profits must fall is true only when its rise is not 
owing to an increase in its productive power” (he is, of course, 
here talking of wages as ‘real wages* in the Smith-cum-Malthus 
sense and not of wages as a proportion, or ‘ the real value of 
wages* in Ricardo’s sense). Reverting to the question of value, 
he asserts that the cost of production governing value under 
competition “may be ... either a quantity of labour or a 
quantity of capital”; and concludes, in agreement with Torrens, 
that as a proximate cause operating on the minds of capitalists 
“the amount of capital expended is the cause which determines 
the value of the commodity produced ”.§ 

A minor curiosity in his treatment of value is a reference to 
monopoly. This he distinguishes as being of two main types, 
one “in which there is only one interest”, the other “in which 
there jire separate interests”. In the former it may be in the 
interest of the monopolist to withhold part of the supply. But 
in the latter case this will not be the case: even if “he is fenced 
in by an exclusive privilege [e,g, a gild or an industry with high 

* Ibid.f p. 20. t p. i8i. 

* t Cf. Rauner/iSamu^/ Bailey, pp. 5-7. 

§ Bailey, A Critical Dissertation . . . , p. 201. 
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costs of entry] or possession from the competition of the public”, 
‘‘he is obliged ... to produce the greatest supply in his power, 
so long as the average ^rice pays him a higher profit than the 
ordinary employment of capital”.* He goes on to include in 
this latter category most shorj^eriod situations (as they would 
be called to-day) and most temporary deviations of market 
price from cost of production. “All commodities which require 
any considerable length of time for their production are liable 
to be occasionally forced into the class of articles owing their 
value to this second kind of monopoly by a sudden alteration in 
the relative state of the demand and supply. Hence arises what 
is called by economists market value.” Should demand increase, 
“the possessors of the commodities would enjoy a temporary 
monopoly”, whereas should demand decrease they would 
sqfier the disadvantage that “the competition among them 
would force the whole of their supply into the market”.! He 
ends by introducing wliat is virtually a third type of monopoly: 
“the case where competition cannot increase except at greater 
cost”. Rent is thus treated as an example of “monopoly-value” 
due to limitation of lands of superior fertility, and “proceed[ing] 
from the extraordinary profit which is obtained by the possession 
of an instrument of production protected up to a point from 
competition ”•! 

Bailey’s Dissertation was quoted approvingly, and as being 
decisive in its criticism of Ricardo On Value, by Torrens in his 
aforementioned discussion at the Political Economy Cluh;§ and 
in the same year Cotteiill, who was also much influenced by 
Bailey, referred hiconically to “some Ricardians stif remain- 
ing ”.j| The Disseitation received rough treatment, however, 
from a reviewer in the Westminster Review of January 1826 (who 
seems likely to have been James Mill,^ although the attribution 
has varied between father and son). Malthus answered back 
with some asperity in his Definitions in Political Economy ol 1827, 
where he speaks/)f Bailey as ‘applying his own exclusive defini- 

* /Ail/., p. 187. t pp. 188-9. * + PP- * 95 “ 1 ** 

§ Mallet's diary «7. in Political Economy Club: Centenary i>olume, Vol. vi, p^ 223. 

II Cf. Cotterill, An Examination of the Doctrines of Value (London, 1831) p. 8. 

^ Of. Rauner, Samuel Bailey^ pp. 149-57* 
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tion of value “to try the truth of a number of propositions 
advanced by diflcrcnt writers, who, according to his own show- 
ing, have used the term in a very diffevcnt sense”. The work is 
curtly dismissed as “peculiarly calculated to retard the progress 
of that science which it must haye been intended to promote”.* 
Malthus proceeds to defend the use 'of a distinction between 
relative and absolute-value by saying that “to compare a com- 
modity either with the mass of other commodities or with the 
elententary cost of production, is most essentially distinct from 
comparing jt with some particular commodity named ... it is 
essential to the language of political economy that they should 
be distinguished by dilferent terms”. To this he adds that 
“nothing is more common than the use of the terms real, 
positive and absolute, in contradistinction to relative, when the 
former terms have relation to some more general object, par- 
ticularly to anything which is considered as a standard”.! 
Marx, not surprisingly, spoke of it “as a work not having posi- 
tive value”; whereas in recent times Schumpeter per contra has 
hailed it as “a masterpiece of criticism ’’.J 

Evidently as a dismissal of Ricardo On Value it can be seen 
to have much less cogency than its contemporary and modern 
admirers have attributed to it, and little of the finality. To 
define value as r^/^4/y^-value, or exchange-value, is not per se a 
refutation of tliose who, concerned with finding a basis or 
‘cause’ of this exchange-value, seek this in cost of production 
(or, indeed, in anything else), and define the latter by means 
of a distinctive term, whether ‘natural’, ‘real’ or ‘absolute’ 
value. Here Malthus’s retort was, surely, entirely just. What 
needs to be shown is that no such concept can consistently be 
maintained. Although this is implied in Bailey’s Dissertation^ it 
certainly cannot be said to be demonstrated. So far as realism 
is concerned, it by no means suffices to render a notion ‘meta- 
physical’ that it should be held (like Smithian ‘natural value’) 
to exist only under certain hypothetical cenditions - unless 

* T. R. Malthus, Definitions in Political Economy (London, 1827) pp. 145, 201-2. 
t Ibid., pn. 148-9, 1 51. 

{ Marx, Theorien uber den Mekrwert, cd. Karl Kautsky (Berlin^ >923) Vol. iii, 
p. 146; Schumpeter, History, p. 486. 
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everything arrived at by deductive reasoning is to be dismissed 
in this way. 

II 

The retreat from a Ricardian, theory of profit into something 
resembling modern theories b associated mainly with the names 
of Mountifort Longfield and Nassau Senior in works that 
appeared within tw o years of one another, in 1834 and 1836. 
Both consisted, wholly or partly, of lectures, delivered respect- 
ively in Dublin and Oxlbrd. The former, in his Lecihres on 
Political Economy^ expounded something akin tp a marginal 
productivity theory of profits (profits were due to the additional 
productivity given to labour when capital was invested in 
machines) ; the latter, in his Outline of Political Economy, pro- 
pounding his w^ell-knowui theory of profit as a rew^ard for 
^ibstinence; thereby implying a dualistic interpretation of ‘real 
cost’, in its role of determinant of value, as consisting in labour 
plus abstinence, Schumpeter says of Longfield that he “pro- 
duced a system that would have stood up well in 1890” and 
“anticipated the essentials of Bohm-Bawerk’s theory'’.* 

Senior probably dcserv-'es initial mention since he rciilly had 
priority in the field; his lectures having been delivered before 
1830. Appointed to the newly-founded Drummond Professor- 
ship of Political Economy at Oxford in 1825 for a five-year 
term, lie v/as later to occupy the Chair again for a second term 
from 1847 ^852- It was the lectures delivered during his first 

tenure of the Drummond Chair in Oxford that formed the 
basis of his Outline of Political pA'onomy, to be published in the , 
same year as the pf)sthunious second edition nf Malthus’s 
Principles, From 1830 as a member of the Whig Party he was its 
adviser on economic matters, and lie was a member of the 
notorious Poor Law Commission of 1832-4. His wel^-known 
“violent opposition to trade unionism”, as it lias been called, j 
shows that he was by no means unaware of, or unmoved by, 
the social imjDlications of what he was saying. J 

♦ Schumpeter, History, p. 465. • 

I By Sir Erich Roll, A History of Economic Thought^ T^ondon, 1938) p. 351. 

J For Senior's later reaction to 1848 in France and the importance he attached in 
that event to socialist ideas germinated among the working class, cf Robbins, Tfu 
Theory of Economic Policy in English Classical Political Economy (London, 195^) P* * 3 ^* 
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About Abstinence he does not say a great deal beyond 
postulating it as the cause and explanation of Profit: “Profit is 
the remuneration of abstinence, and abstinence is the deferring 
of enjoyment”, while capital owes its “existence and preser- 
vation” to this. Elsewhere he says that Labour and Nature are 
the only primary productive powers, but “they require the 
concurrence of a third Productive Principle to give them com- 
plete efficiency. To the Third Principle ... we shall give the 
name^of Abstinence”, which “stands in the same relation to 
Profit as Labour does to Wages”.* This he proceeds to qualify, 
however, by stating that Capital continually tends to approxi- 
mate to Land (and hence Profit to Rent) by losing its mobility 
once it is invested in durable goods. Again (introducing a 
different consideration) “for all useful purposes, the distinction 
of profit from rent ceases as soon as the capital from wliicli a 
given revenue arises has become, whether by gift or by in- 
heritance, the property of a person to whose abstinence and 
exertions it did not owe its creation. The revenue arising from 
a dock or a wharf or a canal, is profit in the hands of tlie 
original constructor. It is the reward of his abstinence in having 
employed capital for the purposes of production instead of ibr 
those of enjoyment. But in the hands of his heir it Tias all tlie 
attributes of rent. It is to him the gift of fortune, not tlio result 
of a sacrifice.”! It is, perhaps, not surprising that this qualifi- 
cation should have received so little cmplia^iis from those wlh), 
in the wake of Senior, have ‘justilied' profit and interest 
terms of abstinence (or ‘waiting’ which is a hss colourful word 
for the same thing) and have sought to assin- 'ate profit '-iid 
wages as payments for ‘real costs’; for the qualification leaves 
precious little of the justification (or explanation - call it what 
one will) behind it.J Edwin Cannan’s comment here is appro- 

* An Outline of the Science oj Political Economy (London, 1836) pp. 58-9. 
t Ihid.^ p. 129. Hr goes on lo say that if such a revenue or irilirritcd jvoperty were 
to be regarded as “ the reward for the owner’s abstinence in not selling the dock 
or the canal and spending its price in enjoyment”, then ‘‘^.he Same remark 
applies to every species of transfeiablc property” and mt'st rent v\^uld have to 
be called profit. 

{ Schumpeter suggests {History, p. 926) that the theory of abstinence and of what 
he calif Uimitation’ (that the supply of capital if limited rather than indefinitely 
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priatc: “In •modern civilised and wealthy communities 
inherited property is far greater than the property which has 
been acquired by the having of living persons.”* 

In discussing wages Senior deiparts from a Subsistence Theory 
to the extent of saying that v^fages depend “on the Extent of the 
Fund for the maintenance of Labourers, compared with thc» 
number of Labourers to be maintained Thus far he could 
be classified as a sponsor of a simple-minded Wages Fund Doc- 
trine. But this general statement he proceeds to qualify or extend 
in several respects. (Simultaneously, indeed, he is cSireful to posit 
as inconsistent with his own theory the view “that the Rate of 
Wages depends solely on the proportion which the number of 
Labourers bears to the amount of Capital in the country”.) J As 
regards the size of the Fund, this depends, first “on the produc- 
tiveness of labour in the direct or indirect production of the com- 
modities U:>ca by the labourer”, secondly “on the number of 
persons directly or indirectly employed in the production of 
things for the use of labourers, compared with the whole number 


• 

expansible) arc really identical. But this is really not the case, or at least not 
necessarily so. To say that the capital stock is of limited size at any one date 
because of this or that limit on the rate of investment is one thing: this would be 
consistent with treating profit as analogous to rent. On the othw hand, to 
‘explain’ profit in terms of ‘real cost’ only makes sense if there is some reason- 
ably close and direct connection between the incurnng of this ‘real cost’ and 
the accrual of profit as income (an explanation that is particularly unconvincing 
when all but marginal amounts of any existing capital stock was tlie result of 
saving and investment decisions in the past). To overlook such a consideration is, 
surely, a sign of exclusive preoccupation with the formal technique 01 economic 
analysis. 

Bohm-Bawerk conceded that ‘‘Lassalle is for the most part right as against 
Senior - that the existence and the height of interest by no means inevitably 
correspond with the existence and the height of a ‘sacrifice of abstinence'”; 
and attributed the popularity of Senior’s theory ‘‘not so much to its superiority 
as a theory, as that it came in the nick of time to support interest against the 
severe attacks that had been made on it” {Capital and Interestf trans. W. Smart 
(London, 1890) pp. 277, 286). 

' History of Theories of Production and Distribution, 2nd ed. (London, 1903) p. 198. 
He has earlier said that Senior haji simply taken for granted that profit was tlic 
reward for a sacr-^ce “and makes no attempt to prove it” (p. 197)1 and again 
says later that his theory “does not really take w beyond the proposition that 
capital is the result of saving” (p. 214). 
t Semor, Outline of Political Economy, p. 154. 

{ Ibid,y p. 154. Cf, on this Marian Bowiey, Nassau Senior and Classical Economics 

(London, 1937) PP* >97-300. 
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of labouring families”.* So far he might seem to remain fairly 
close to Ricardo who, we have seen, treated profits as being 
determined by the productivity of laboiJir in producing wage- 
goods in relation to the level of ^'eal-wages, or alternatively by 
the proportion of the labour forcfe needed to produce wage- 
goods. It is significant, however, that Senior should see such a 
ratio as determining, not profits in relation to wages, but on the 
contrary the demand for labour expressed in real terms. Moreover, 
in further stating how his second ratio is determined, he ex- 
pressed this ifi the reverse order of determination from Ricardo : 
it is determined by “Causes which Divert Labour from the 
Production of Commodities for the use of Labouring Families” : 
namely “i Rent, ii Taxation, iii Profit”. In other words, 
instead of Profits being determined “as the leavings of wages”, 
as de Quincey put it| (taking productivity of labour into 
account as affecting the size of these ‘leavings’). Profit is 
treated (along with Rent) as being prior-determined, and 
Wages, apparently, as the residual after these prior deductions 
have been made.:]: This is in the tradition of Adam Smith, in 
one sense; with the not-unimportant difference that Profit is 
explained (if not at all clearly) by Abstinence. In answering the 
question as to what determines the rate of profit, he introduces 
the notion of the ‘-average period of advance of capital ’ - the 
time for which wages have to be advanced ; and in explanation 
of international wage-differences, he offers the interesting 
suggestion (in Three Lectures on the Cost of Obtaining Money ^ 1830) 
that these are due to differences in value, in terms of precious 
metals, of exportable commodities producible by an average 
worker in a given period, after allowance for deduction of 
profit^ according to the rate of profit and the ‘ period of advance 
Regarding Value, Senior seems in large degree to have 
followed J.-B. Say and Lauderdale in treating it a$ depending 
on Utility, conditioned by limitation of supply and transfer- 
ability; adding that of these limitation was “ky fer the most 

* Senior, Outline of Political Economy, p. 1 74. 
t Cit, above, pages 70, 79. 

} Professor M. Bowlcy says of Senior’s attempt to determine wages residually that 
he does lo ** unsuccessfully” (/fassau Senior, p. 185). 
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important”. “Utility”, he writes, “denotes no intrinsic quality 
in the things which we call useful, it merely expresses their 
relations to the pains allid pleasures of mankind.” Some have 
hailed him as anticipating the iaw of Diminishing Utility in 
his statement that “not; only ‘are there limits to the pleasure 
which commodities of any class can afford, but the pleasure * 
diminishes in a rapidly increasing ratio long before those 
limits; . . . two articles of the same kind will seldom a^ord 
twice the pleasure of one”.* Some again may detect a modern 
ring in his statement that, while “our desires do not aim so much 
at quantity as at diversity”, the desire for diversity is “weak 
compared with the desire for distinction ”.t 

Mountifort Longfield was an Irish Judge who was appointed 
in 1832 to the Chair of Political Economy founded at Trinity 
CTollege, Dublin, by Archbishop Whately. The lectures in 
question were delivered in 1833 and published in the following 
year. In his Preface (p. vii) he expresses his concern to prove 
“how impossible it is to regulate wages generally^ either by com- 
binations of workmen, or by legislative enactmient” ; so that his 
concern, if not preoccupation, with the emerging ‘Labour 
question’ is clear. So is his rejection of Ricardo, at least so far as 
the theory of profits is concerned. He starts his discuision of 
Profits by attacking Ricardo’s proposition that the rate of 
profits can only fall under the operation of diminishing returns 
on land, which by raising the cost of subsistence raises Wages. 
He first considers capital invested as fixed capital in improved 
machinery or tools as aids to labour. The profit on capital first 
invested in this way will tend to be governed by tlie “sum which 
can be paid for the use of any machine” and this “by its 
efficiency in assisting the operations of the labourer”. Thi^ will 
set what he terms the “maximum limit” of profit. But “its 
lesser limit is determined by the efficiency of that capital which 
without imprudence is employed in the least efficient manner”, 
to which level a)mpetition will tend, to reduce all profit on 
fixed capital.;]: From this he concludes that increase of capital 

• Senior, Outline of Political Economy, ii. t Ibid.,p^, ii-ia. 

$ M. Longfield, Lectures on Political ^non^ (Dublin, 1834), p. 188 
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per se “has a tendency to diminish the rate of profits ” even “ with- 
out an increase of population ” and rise in corn-prices. Profits 
on circulating capital “must be regdlated by the profits of 
fixed capital”.* His ‘marginal efficiency’ riotion of profit (as 
it substantially is) is summed-up in thp following sentence. “In 
every case the profits of capital will be regulated by that portion 
of it which is obliged to be employed with the least efficiency 
in ajsisting labour.’’^ It is evident that we have here quite a 
number of preliminary sketches for economic theory at the end 
of the century. 

As for “the wages of the labourer”, these “depend upon the 
value of his labour and not upon his wants”. Like Senior he 
maintains that real wages “depend entirely on the rate of 
profits and on the efficiency of labour in producing those 
articles on which the wages of labour are usually expended ’’.J 
The grand corollary that he derives is the comforting one that 
“the amount of profits and wages is confined within limits which 
it is beyond the power of the legislature, by any direct exertion 
of thciir authority, to extend. Here legislation and combination 
may do mischief, but cannot do good”.§ And in his eleventh 
and final lecture he epitomises the result of his enquiries (which 
“will r.ot, I trust, be unpleasing to the benevolent mind”) 
with the statement about economic laws that we quoted in 
Chapter i.|| To this is appended the remark: ‘"We shall find 
that all the causes which diminish any source of wealth originate 
in vice or folly.”^ The laws of production and distribution, 
apparently, are not merely made of iron but are of divine 
origin. 

As regards Value, Longfield also paid more attention to 
utili4:y than had been customary, at any rate in England. “ The 
value of every article depends upon the demand and the supply 
and . . . indirectly the cost of production of any commodity, as 
well as its utility, has an effect upon its price. ”*^ He speaks of 

varying “intensities of* demand”, and concludes that “the 
« 

• Ibid., p. 198. t f P’ * 93 - t * t>P* ***• 

§ Ibid., p. 159. II Above, page 23n. ^ PP* 

♦♦ Ibid., p. Jio. 
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market price is measured by that demand, which being of the 
least intensity yet leads to actual purchases. If the existing 
supply is more than sufficient to satisfy all the demand equal or 
superior to a certain degree of intensity, prices will fall, to 
accommodate themselves to a less intense demand.”* This is 
certainly a foretaste of » Jevonian Law of Diminishing Utility. 

The successor to Senior’s first tenure of the Drummond Chair ' 
at Oxford was Richard Whately, who was in turn succeeded in 
1831 by W. F. Lloyd. Both Whately and Lloyd published iheir 
lectures (to do so, indeed, being one of the conditions of occupy- 
ing the Chair) ; the former in 1831 under the title Introductory 
Lectures on Political Economy^ the latter in 1834 A Lecture on the 
Notion of Value. The views of both of them were similar to 
Senior’s and to those of tlieir Dublin colleague; and both are 
generally classified among the group of economists of the anti- 
Ricardian reaction who anticipated some of the main ideas of 
the ‘Jevonian Revolution’ of forty years later. 

Whately, whose general approach may well have influenced 
Senior! , suggested ‘Catallactics’ as a more appropriate name 
for Political Fxonomy to emphasise the fact that it was primarily 
concerned with the mechanism ol Exchange (Marx’s ‘sphere of 
circulation’, wliich the latter treated as belonging to ‘phen- 
omena’ rather than ‘essence’). W, F. Lloyd was no dtf&bt the 
more important of the two as a discoverer of the marginal utility 
principle (the role in which many have viewed him) : he spoke 
of value as “undoubtedly signif[ying] a feeling of the mind, 
which shows itself always at the margin of separation between 
satisfied and unsatisfied wants”, and explained that “an 
increase of quantity will at length exhaust, or satisfy to the 
utmost, the demand for any specific object of desire ’’.J 

Other writers belonging to this period if not to this group 
shew even more clearly (as Professor Meek has pointed out) 
preoccupation with the social implications of Ricardian doc- 
trine which the^ were opposing.§ Samuel Read spoke strongly 

* Ibid., p. 113. ^ Of, Schumpeter, Economic Analysis, p. 484. 

t A Lecture on the Notion of Value (London, 1834) pp. 16. 

§ Cf. R. L. Meek, Studies in the labour Theory of Value (London, 1956) jl(). 124-5: 

**Some of Ricardo’s opponents (Scropc, Read and Longficld, for example) seem 
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of what he held to be implied by Ricardo’s theory (that 
“labour is the only source of wealth”) as a “mischievous and 
fundamental error” at the heart of his system.* Poulctt Scrope, 
author of Principles of Political Economy of 1833, said of the works 
of the Ricardian School (in Which he included both Malthus 
and Whately) that he “could not discover in them any answer 
likely to satisfy the mind of a half-educated man of plain 
commonsense and honesty who should seek there some justifi- 
cation for the immense disparity of fortunes and circumstances 
that strike the eye on every side. On the contrary, these works 
appeared to me to contain many obvious inconsistencies and 
errors, to inculcate many false and pernicious principles.”! 
Elsewhere in the same work [Political Economy for Plain People) 
he refers to “mistaken hostility to Capital” and the “Right to 
Profit on Capital”, mentioning Hodgskin and his “robbery of 
labourers”.} In his Principles he makes specific mention of those 
who “declaim against capital as the poison of society, and the 
taking of interest on capital by its owners as an abuse, an in- 
justice, a robbery of the class of labourers ” ; and he condemns the 
labour theory for not recognising profit as compensation for “ the 
lime during which the owner of capital has allowed it to be em- 
ployed ”.§ It is hardly surprising that he should have advanced 
the nofiun of abstinence (independently of Senior, it would seem) 
as an explanation of profit.|| Was Marx’s “bad conscience and 
evil intent of apologetic” too strong a characterisation of such 
as these? 

to have bcca fairly well aware of what they were doing: it was the dangerous 
character of Ricardo’s doctrines, rather than what they believed to be their 
falsity, with which they were primarily concerned.” Also cf.\ “Their funda- 
mental approach . . . was determined by a belief that what was socially danger- 
ous could not possibly be true” (Meek, Economics and Ideology and Other Essays, 
p. 70 - 

* Samuel Read, An Inquiry into the Natural Grounds of Right to Vendible Property or 
Wealth (Edinburgh, 1829) p. xxix. 

■f Preface to Political Economy for Plain People, cit. Meek, Economics and Ideology, p. 71. 
X Political Economy for Plain People (London,* 1833); (2nd edn, 187J) pp. 103, 105. 
§ Principles of Political Economy (London, 1833) p. 150. « 

II Schumpeter even speaks of thi “ Scrope-Senior Abstinence Theory of Interest” 
{History^^of Economic Analys'is, p. 659). 
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III 

Sometimes the group of economists of whom we have been 
speaking has been represented, not as unseating Ricardianism 
as a system (or seeking so to^dd), but as playing on the whole a 
reconciling and ‘ improving ’ role - improving the defects and 
one-sidedness of Ricardian doctrine, much in the way thaf 
later, and more painstakingly, Marshall claimed to be doing. 
Thus Senior, it has been said, “endeavoured to reconcile Say 
and Ricardo”.* Speaking of Longfield, Schumpeter more 
cautiously says that he “did not fail to keep contact with 
Ricardian teaching” and was careful to supplement the latter 
with “a more perfect analysis gently and without any violent 
break”. I It is, of course, true that new ideas when first intro- 
duced often (perhaps more often than not) appear in the guise 
of mere extensions of an existing conceptual structure, or even 
appear as attempts to reconcile this structure with what had 
previously been treated as inconsistent notions or observations 
(as with epicycles and the Ptolemaic system). Subsequently only 
will the new ideas or observations find more convincing*expres- 
sion as crucial elements or relations of a quite new conceptual 
structure that challenges the old one in its entirety. So it was with 
the new theoretical system of the post- 1870 period, lf5sociated 
in this country with the name of Jevons. Yet in retrospect to 
interpret early ideas of a Bailey, Senior or Longfield about 
utility or marginal productivity, still crude and lacking more 
general formulation, as merely attempts to improve or extend 
Ricardianism, reconciling this with its critics, is to do much 
less than justice to their novelty and to their critical and 
eventually disruptive role. There can be small doubt from the 
evidence available that the group associated with Senioi (and 
this included Longfield) were quite consciously in retreat from 
the most characteristic doctrines of Ricardo, and especially 
from those (su^h as his theory of profit and its stress on the 
antagonistic relationship between wages and profit and between 

* Erich Roll, History of Economic Thought^ p. 341. 

t Schumpeter, History of Economic Analysis, p. 464. 
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• 

profit and rent) which they regarded as socially dangerous and 
hence untenable. 

Even if we confine our attention, with Schumpeter, to the 
analytical pattern of doctrines, it is clear that there were, 
broadly speaking, two quite dfst^nct and rival traditions in 
nineteenth-century economic thought as to the order and mode 
bf determination of phenomena of exchange and income- 
distribution. One of these deriving from Adam Smith treated 
the va^.uc of any commodity as being determined as the sum of 
the various expenses or costs involved in its production; these 
expenses depending upon the necessary payments for land, 
capital and labour and upon the various amounts of these 
needed to produce the commodity in question. Determination 
of these necessary payments was viewed in a general supply- 
and-demand framework, and in Adam Smith was treated aj^ 
the problem of the general raie of profits and rate of wages and 
rent of land, which together constituted the ‘component parts 
of price*. Various writers treated one or other of these com- 
ponents as ‘residual’ in the global picture, in the sense that it 
received what was left over of the total product after certain 
pre-determined shares had been met. We have seen that in 
Adam Smith’s treatment property-income (i.e. both profit and 
rent) ap^jeared as a prior deduction, in a context mildly sug- 
gestive of an exploitation theory (many have thought so, at 
least, including Bortkievicz). This seemed to leave wages as a 
residual; although a residual subject to a minimum (“there is 
a certain rate below which it seems impossible to reduce, for 
any considerable time, the ordinary wages even of the lowest 
species of labour ”) ; the possibility of a rise above this minimum 
being (rather inconsistently perhaps) conditioned upon an 
“increase of the funds which are destined to the payment of 
wages”; this latter occasioning “a competition among masters, 
who bid against one another, in order to get workmen, and thus 
voluntarily break through the natural combina^tion of masters 
not to raise wages 

It was this type of co'nception, etched in lightly and $uggcst- 
* Adam Smith, Wealth of J^ations, pp. 70, 71. 
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ively rather than rigorously by S^nith, that the economists of 
the Senior-Lortgfield group in the 1820s and 1830s sought to 
develop into what was to become known as the Cost of Pro- 
duction Theory of Vallic. As such it descended through John 
Stuart Mill (though incongru^msly sailing under the flag of 
Ricardo) to Alfred Marshall* knd as such it was now equipped 
with a theory of real cost subjectively conceived (echoing Adam* 
Smith’s ‘toil and trouble’) and accordingly capable of being 
used as the basis of a theory of profit, in addition to a theory of 
wages. (Qiiite early Cotterill had said quite plainly: “there are 
two ingredients in cost of production, wages of labour . . . and 
profits of stock”.)* Rent of land still remained, in this view, a 
residual surplus, since there was no real cost, however sub- 
jectively conceived, corresponding to tlie use of gifts of nature 
pother than the foregoing of alternative possibilities of use). The 
sting had thus been drawn from the suggestion of profit being 
a ‘prior dedue ion’ from the product of labour, since capital 
and labour were placed on a level as factors of production having 
joint, if not coequal, responsibility Ibr the product. Moreover, 
the whole notion of treating some forms of '’revenue aj ‘prior 
deductions’ and others (or another) as ‘residual’ became point- 
less, indeed meaningless, in view of the subsequent introduction 
of the notion of ‘simultaneous determination’; the letter being 
applied both to the pricing of different productive factors or 
agents and to the respective roles of supply-conditions and 
of demand-conditions (Marshall making differences in the 
latter turn on the question of time by his well-known 
distinction between the assumption of a short-period or 
of a long-period in which adaptive supply-changes could 
occur). 

It was only with the later and more sophisticated versions of 
the supply-demand-cum-component-parts-of-price line of tra- 
dition, especially with versions stressing primarily demand- 
influences, that we meet a rather essential consideration on 
which we have previously touched ^nd to which we shall later 
return. This is that the theoretical framework of determination 

* Cotterill, Doctrines 0/ lvalue, p. 22. 
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lay entirely within the exchange process (or what is commonly 
called to-day the pricing process) ; product-prices and income- 
distribution being assimilated and integrated within one system 
of mutual or simultaneous determination of product-prices and 
factor-prices in interaction. Thk was specially true, as we shall 
see, of the Austrian School, for \vhom the notion of ‘real cost’ 
,is replaced by an assumption of given supplies of various factors, 
with consequential demand-determination of all prices (and, 
incidentally, the notion of surplus, applied to rent as much as 
to profit, losing all meaning in this context). This was not just 
a peculiarity \Df the Austrian treatment : it is true of the Walrasian 
system and of its derivatives as well. Even if (as with Marshall) 
subjective real cost is retained as a determinant, at the margin, 
of the supplies of capital and labour, increasing emphasis is 
inevitably thrown upon conditions of demand (and its sub- 
jective determinants) compared with which the Cost of 
Production Theory inevitably fades into the background. The 
sole way in which conditions of production obtrude into this 
essentially exchange-process or market process is in the form 
of ‘technical coefficients’ defining the possibilities of factor- 
combination, and what is commonly called to-day a 
‘production-function’ setting the range of alternative technical 
coefficieijts. Social conditions and relations, or institutions 
such as the pattern of ownership, do not appear at all ;* being 
treated, indeed, as having no determining role and as irrelevant 
to the result. It follows, as one could expect, that a concept like 
‘exploitation’ or a surplus-value (or even something milder, 
implying a Ricardian long-run income-antagonism) can have 
neither place nor meaning, since the validity of such a concept 
rests on something about price-relations hingeing on some 
characteristic of the institutional structure (and if nothing about 
normal price-relations is dependent upon the social or institu- 
tional background, these price-relations can only reflect the 
requirements of the economic problem per se, e.g. the pattern 

* These may possibly be admitted as influencing personal incoific-distrib^tion, by 
contrast with distribution between factors) but if so at the risk (as we shall sec 
below) of^ introducing a damaging circularity into the system of demand - 
governed distribution. 
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of Walrasian raretes^ which would remain the same whatever 
the institutiolial system happened to be, given only the exist- 
ence of free exchange). The intrusion of monopoly is, of course, 
another matter (this Is a feature of the market-situation) ; and 
it is characteri^ic of the ‘nx)dern’ approach that the term 
‘ exploitation ’, if it is ujed af all, is employed in a quite different 
sense to signify some departure from ‘normal’ price-relationsi, 
due to the presence of some monopolistic element or market 
‘imperfection’.* 

The second main line of tradition also derived from I5mith, 
even if in a quasi-Hegelian manner from certain doctrines or 
propositions of Smith inverted (and hence transmuted) by 
Ricardo. First, Smith’s peculiar theory of value (with its 
polarised distinction between “the early and rude state” and 
developed capitalist society) was refashioned by Ricardo so as 
to make conditions of production, and in particular quantities 
of labour exp'^nded in production, the basic determinant alike 
in capitalist and in pre-capitalist society. In doing so he rejected 
the Adding-up-components Theory, and by implication rejected 
the possibility of treating the sphere of exchange-relations as an 
‘isolated system’, and anchored the explanation of these 
exchange-relations firmly in conditions and circumstances of 
production. Secondly, whatever his reason may haw been for 
regarding distribution as the central problem, his instinct in 
doing so was undoubtedly right, and his mode of treating 
distribution was crucial. He saw that this had to be explained 
in terms peculiar to itself and not as an outcome of general 
supply-demand exchange-relations, as Smith had treated it. 
The latter at any rate was incapable of yielding precise results 
in the rather loose manner in which Smith and Malthus alike 
formulated it. Moreover, for Ricardo an answer to the question 
about distribution was a necessary and prior condiHon for 
calculating the effect of a change in wages on prices (both 
general and individual prices) : in other words for calculating 

• Cf, Pigou's use of the term to refer to payment of workers at less than the equi- 
valent of their marginal net product (A. GiPigou, The Economics of Welfare 

(London, 1920) pp. 511 etseq,). 
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the ‘modifications’ of relative prices introduced by differences 
in technical conditions of production, affecting plarticularly the 
use of fixed capital. (As we noted above, the ‘curious effect’ of 
a rise of wages on the prices of things pifeduced with a dispro- 
portionate amount of fixed capital was his owft innovation and 
treated by him as a reinforcemeift* of h^s own position and not 
^s a concession to that of Adam Smith.) 

So far as distribution is concerned Ricardo could be regarded 
as extending and developing the brief section on the subject in 
the Wealth of Nations. But the extension contained a crucial 
additional elefnent. This was the introduction, implicitly if not 
explicitly, of a social or institutional datum in the shape of the 
socio-economic conditions defining the level of real-wages. In 
Ricardo this was not very carefully or fully defined : it seemed 
to rest on a Malthusian view of population-increase, although 
we have remarked that he was careful to include the element 
of ‘habit and customs’ in his notion of subsistence-requirements 
at any given date or in any country. But it was this way of 
presenting distribution and its determinants that opened the 
door through whith Marx introduced into economic theory 
those crucial ‘social relations of production’, and in particular 
the historically-conditioned emergence of a proletariat, as the 
pivot of hi^theory of surplus-value. A main consequence of this 
was (more explicitly, perhaps, in Ricardo than in Marx) that 
once the level of real-wages was taken as given in this way, the 
conditions of production in the industry or industries producing 
.necessities for wage-earners played a key role in determining 
the ratio of profits or surplus to wages, and hence (given 
necessary labour-expenditures in various lines of production) 
relative exchange-values. The crucial ratio here was that of the 
produce of a day’s labour to the wages of a day’s labour, or 
alternatively on a global scale the proportion of the total 
labour-force needed to produce subsistence, or necessary wage- 
goods, for that labour-force. It was 'the little-known Russian 
economist, W. K. Dmitriev,, at the turn of the century^ who 
seems to have been the first both to appreciate and to forruulate 
concisely the distinctive novelty of Ricardo’s analytical itruc- 



* THE REACTION ACAIN6T RICARDO II7 

ture and approach - something which had become submerged 
and forgotten amid the revisions and reinterpretations that he 
had suffered in the ii>terval. In answering a criticism of which 
we shall speak •below* Dmitfiev showed that the essence of 
Ricardo’s theory could be represented in the following equa- 
tion applying to a simplified two-product case, where one of the 
two products, A, is input in the production both of itself and of 
B. He writes the equation: 

+ ry„ » 

where 2' is the price-ratio of ^ to B; the real-wage per unit of 
labour-time is a units of wage-good A ; price per unit of A is 

number of units of labour required to 
produce respectively a unit of ^ and B; r is the rate of profit 
and t is the time over which labour is advanced (or the 
production-period). This, of' course, bears close analogy with 
Ricardo’s case of agriculture, producing corn as the wage- 
good, and manufactures. Dmitriev then sh^ws that r can be 
directly derived from JV and / in the wage-good industry once 
a (the real wage) is known. t and a are part of the data in 
the aforementioned equation; N and t depending on the 
technical conditions of production in A ; and it is iiof necessary 
for the price of A first to be determined before r can be derived. 
Accordingly this single equation suffices in the two-product case 
to determine the price-ratio of A to B^ given the jV’s and the 
t’s and fl.t 


* See Chapter 7, pp. 177-8. 

t Essais EconomiqueSf V. K. Dmitriev (trans. Bernard Joly, Paris, 1968) p. 47 and 
C/- PP- 3^» 45- Also cf. on both Dmitriev and the Ricardian theory of profit P. 
Garegnani, II Capitate nelle leorie della Dislribuzione (Milano, i960) pp. 3-34, 
54-9. Dmitriev himself remarks that “exaggerated importance” has often been 
ascribed to Ricardo’s proposition about the inverse relationship between profit 
and wages, whereas “ the principal merit of Ricardo’s theory of profit lay not in 
this but in establishing the laws determining the absolute level of profit” {op, cit., 
p. 45n). It wasf however, the former proposition that the anti-Ricardians found 
socially disturbing. 

It may be noticed incidentally that in the aberve equation the inclusion of Xg^ is, 
strictly speaking, unnecessary in the two-product case, since the quantities 
concerned can be expressed in physical units of the wage-good A. 
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It was against this whole mode of approach to a theory of 
profit that the Senior-Longfield school reacted so strongly - 
not merely against it as an inapposite analytical tool (which in 
common with most critics of Ri^jardo then and since it seems 
probable that they imperfectly gra^Jped), but against its wider 
implications and corollaries. In reacting in this way, it was 
^most inevitable that they should be carried in the wake of 
(and eventually join) the other and rival tradition deriving 
from Smith, reinforcing it by so doing. If they are properly 
described at all as ‘improvers’ or ‘conciliators’, such a term 
should really be applied to their role in developing this Smithian 
tradition and not the Ricardian branch. This was to be the case, 
as we shall see, with J. S. Mill, despite the inhibitions imposed 
by filial piety; so that his eventual influence was to define and 
develop, not the Ricardian tradition, but its rival and eventual 
supplanter; this fact being obscured at the time (and since) by 
his insistence that he was preserving and improving Ricardo’s 
doctrine. The latter was to reappear, towards the end of the 
reign of Mill, in Marx who adapted and extended it in his own 
dialectidal manner. Scarcely surprising that it should thereafter 
have lived on in what Keynes called “the underworld of 
heretics” and kept at arm’s length by the academic elites the 
unfortunate begetter of Marx - only to re-emerge in the 1960s 
in what has been christened ‘neo-Ricardianism’, a minority 
movement associated with critique of orthodox doctrine. 

A concluding remark, almost in parenthesis, is possibly in 
place here, alluding to another matter that has often obscured 
the true nature of Ricardian doctrine. It should be fairly clear 
from what has been said that a system which determines 
distribution in terms of exchange and its emergent prices must, 
in one way or another, with possibility of varying emphasis, be 
cast in terms of supply and demand;* but au coniraire the 
Ricardian system, which explains exchange in terms of distribu- 
tion, and distribution itself in terms *of productiyity and con- 
ditions of production in one industry or sector of industry 
(given the real- wage), hks no place for the relations of ^pply 

* Needlcff to lay, 'scarcity* is essentially a supply-demand notion* 
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and demand - at least, until it comes to movements in relative 
prices, and in particular of Smithian market prices. On a 
number of occasions Ricardo, in controversy with the position 
of Smith and of Malthus, criticysed and dismissed explanations 
in terms of ‘supply and den^und’; and for doing so Ricardo 
has in turn been criticised for primitive incomprehension of the 
fact that both blades of the Marshallian ‘ scissors ’ are needed 
to do the cutting. Schumpeter, for instance, has written as 
follows: “Thus, for Ricardo, the main point at issue was •from 
the first labour quantity versus supply and demand . . . The 
true enemy was the supply-and-demand theory, which ‘has 
become almost an axiom in political economy, and has been 
the source of much error’ (Ch. 30, third paragraph). . . It 
implies, of course, that Ricardo was completely blind to the 
nature, and the logical place in economic theory, of the supply- 
and-demand apparatus and that he took it to represent a theory 
of value distinct from and opposed to his own. This reflects 
little credit on him as a theorist. For it should be clear that his 
own theorem on equilibrium values is only tenable, so far as it 
is tenable at all, by virtue of the interplay of supply and 
demand.”* 

This is a strange charge, and one only explicable by basic 
(and by no means uncommon) misunderstanding. 01' course, 
Ricardo would not have denied (no more than would Marxf 
whom Schumpeter also includes in this criticism) that in the 
context of market-price, their variations and adjustments, 
shifts in supply-demand relations act as proximate causes of 
price-movements. What Ricardo had in mind was the use of 
the notion of supply-demand relations by Smith in his system 
as a whole - as the vehicle and framework of determination. 
Ricardo was using it, in other words, as a label for the* rival 
theory of value and distribution that he was combating. 
Significantly enough, Malthus in turn used it as a generic 

• Schumpeter, Ecoihmic Analysis, pp. 600-1. 

t There is a good deal about supply and demand in the chapter on 'Market 
Prices and Market Values* in Vol. iii of Capital, and more in Cl)apter 3 of 
IVage-Labour and Capital, which refers to 'competition among buyers* and 
'competition among sellers* and the effect of these severally on price. 



120 THEORIES OF VALUE AND DISTRIBUTION 

phrase in opposition to Ricardo’s system. He wrote in his 
Principles of “the tw'o systems, one of which accounts for the 
prices of the great mass of commodities by the cost of their 
production, and the other acejunts for the prices of all com- 
modities, under all circumstance^, permanent as well as tem- 
porary, by the relation of the demand to the supply, though 
they touch each other necessarily at a great number of points, 
have an essentially different origin, and require, therefore, to 
be very carefully distinguished”. He concluded by asserting his 
belief “ that the great principle of demand and supply is called 
into action to determine what Adam Smith calls natural prices 
as well as market prices”.* On this Ricardo’s comment was: 
“The author forgets Adam Smith’s definition of natural price, 
or he would not say that demand and supply could determine 
natural price. Natural price is only another name for cost o^ 
production. When any commodity sells for that price which will 
repay the wages for labour expended on it, will also afford rent, 
and profit at their then current rate, Adam Smith would say 
that commodity .was at its natural price. Now these charges 
would ^remain the same, whether commodities were much or 
little demanded, whether they sold at a high or low market 
price. ”f Does not this comment of Ricardo place it beyond 
doubt tliat he was thinking of both wages and profit as being 
determined independent^ of and prior to market-price or even of 
natural value ? 

* Malthus, Principles of Political Economy (I.ondon, 1820) pp. 73, 75. 
t ‘Notes on Malthus’, Works and Correspondence of Ricardo, ed. Srafla, Vol. ii, p. 46. 
To this he adds that “market price will depend on supply and demand” and 
“the supply will be finally determined by . . . the cost of production” {ibid., 
p. 47). Cf also Chapter xxx of his Principles {ibid., Vol. i, p. 382) which is 
entitled ‘On the Influence of Demand and Supply on Prices.’ 
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JOHN STUART MILL 


I 

At first sight it is very difficult to place J. S. Mill (1806-73) 
the hierarchy of descent, especially in relation to the two 
branches, or lines of tradition, of which we spoke in the last 
chapter. From one aspect he was a direct lineal descendant of 
Ricardo, and according to his own statements and belief he was 
at the same time the defender of Ricardian doctrine against its 
critics and its elaborator. Certainly at the time he was regarded 
as the embodiment of Ricardian orthodoxy; and from 1848 
until Marshall his Principles of Political Economy with some of their 
applications to social philosophy held a unique place as the 
accepted textbook on the subject. Bagehot spoke of his “mon- 
archical influence” over his contemporaries, and said that from 
then on all students “sec the whole subject with Miirs eyes”; 
adding that “they see in Ricardo and Adam Smith what he 
told them to see”,* As son of James Mill, Ricardo’s close friend 
at whose instigation the latter had written his Principles of 1817 
and had entered Parliament, John Stuart as a youth Uerd known 
Ricardo personally, had visited Gatcomb Park and been taken 
on walks by him ; moreover he was trained in Political Economy 
by his father (at the age of 13) on Ricardo’s Principles. At the 
same time he was by nature a systematiser and synthesiser 
(some would say eclectic) ; and in the Preface to his own book 
of 1848 he states it as his aim to write a treatise containing “the 
latest improvements which have been made in the theory”. 
“Many new ideas, and new applications of ideas”, he wrote, 
“ have been elicited by the discussions of the last few years . . . 
and there seems reason that the field of Political Economy 
should be re-suyveyed in its whole extent, if only for the purpose 
of incorporating the results of these speculations, and bringing 

• In an obituary article in The Economist, 17 May 1873 (No. 1351) pp. 588-9. 
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them into harmony with the principles previously laid down by 
the best thinkers on the subject.” 

He took The Wealth of Nations advisedly as his model, rather 
than Ricardo, since “the most characfcristic quality” of that 
work of Adam Smith had been that it “in>?ariably associates 
the principles with their application”, and this “implies a 
•much wider range of ideas and topics, than arc included in 
political economy considered as a branch of abstract specula- 
tion”^. “For practical purposes”, Mill added, “political econ- 
omy is inseparably intertwined with many other branches of 
social philosophy” ~ a truth of which “Adam Smith never loses 
sight”.* These sentiments could well imply that in his heart 
his devotion was to the Smithian approach and tradition in 
either of its interpretations and that his defence of Ricardo’s 
doctrine against its critics was no more than an act of piety. 

In any case, when looking back on him from a distance one 
can sec quite clearly that in major respects his own work was 
much nearer to Marshall than it was to Ricardo; and that so 
far as his theory of value was concerned, on the contrary to 
continvnng and improving on Ricardo, in essentials he took his 
stand on the position of Smith where Ricardo had been 
opposing him. We shall see that he ended-up, at any rate, with 
a Cost oC^roduction Theory which was essentially the Adding- 
up-of-Components Theory of Smith, borrowing something from 
Senior and even Say, on the one hand, and trying to reconcile 
the result with some Ricardian propositions, on the other. 
Schumpeter speaks of the “Smith-Mill-Marshall line”, and 
refuses to include J. S. Mill in Ricardo’s school on the ground 
that “the economics of the Principles [of 1848] is no longer 
Ricardian”. This forthright opinion he supports and expands 
as follows: “This is obscured by filial respect and also, indepen- 
dently of this, by J. S. Mill’s own belief that he was only 
qualifying Ricardian doctrine. But this belief was erroneous. 
His qualifications affect essentials of theory and, still more, of 
course, of social outlook. Ricardianism meant no doubt more 

• J. S. Mil?, Principles of Political Economy, with some of their applications to social 

philosophy (London, 1848) Vol. i, pp. iii, iv. 
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to him that it did to Marshall . From Marshall’s Principles 
Ricardianism can be removed without being missed at all. 
From Mill’s Principles it could be dropped without being missed 
very greatly.”* 

Since John Stuart (who w^as*ljorn in Pentonville, London, on 
20 May 1806 as the elck*st son of James Mill) wrote in later life 
an autobiography, there is no need to recount any of the strang^ 
details of his upbringing or of the influences upon him even 
where these arc important to an understanding of his .ideas. 
Apart from the influence of his father’s intensive education, one 
could say, perhaps, that most worthy of being singled out as 
post-adolescent influences upon his socio-philosophic attitude 
and standpoint were the Utilitarian Society and the foundation 
of the Westminster Review. The former was a small gathering (of 
never more than ten) “composed of young men agreeing in 
fundamental principles” which started meeting at Bentham’s 
house in the winter of 1822-3, continued to do so for rather 
more than three years. It was “the first time anyone had taken 
the title of Utilitarian”. About the same time (in 1823) 
Bentham founded the Westminster Review as a Radical organ “to 
make head against the Edinburgh and the Qiiarterly”; and in 
this new review John Stuart participated as a frequent contri- 
butor of articles and reviews. (His father had contribuced to the 
first number an article criticising the Whig Party and the 
Edinburgh Review as its chief literary organ.) Of the ‘Philosophic 
Radicalism’ (as it came to be called) of the group of young men 
round the Westminster, John Stuart (as one of them) writes as 
follows; “Their mode of thinking was not characterised by 
Benthamism in any sense which has relation to Bentham as a 
chief and guide, but rather by a combination of Bentham’s 
point of view with that of the modern political economy and 
with the Hartleian metaphysics. ’’f They championed Mal- 
thusian restriction of births among the labouring population 
as “the sole mjans of realising improvement in their economic 
conditions”; and in politics they* advocated representative 

* History of Economic Analysis, pp. 529, 530. 

t Autobiography (London, 1873) p. 105. 
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• ( 

government and freedom of* discussion. Mill refers to their 
“unbounded confidence*’ in representative government and 
in freedom of discussion in politics as weapons against minority 
class-rule: “when the legislature no longer represented a class 
interest it would aim at the general interest”. lie also speaks 
of himself and his friends, in connection \rith the concluet of the 
Westminster Review, as having, as one of two principal aims, the 
freeing of “philosophic radicalism from the reproach of sec- 
tarian* Benthamism ... to give a wider basis and a more free 
and genial chfiracter to Radical speculations; to show that there 
was a Radical philosophy, better and more complete than 
Bentham’s, while recognising and incorporating all of Bentham’s 
which is permanently valuable”. An example of what to-day 
would be called the ‘committed’ standpoint of these young 
Radicals of whom Mill was one is his description that we cited, 
in Chapter i of his System of Logic (even) of 1843 as “a text- 
book ... which derives all knowledge from experience”, as 
opposed to “the German or a priori view of knowledge and of 
the knowing faculties” which served as “the great intellectual 
support of false doctrines and bad institutions”.* 

After 1828 Mill gave up journalistic activities and went in 
for more serious study and writing; which included, in 1830-1, 
the five TS?says (published later, in 1844) entitled Essays on 
Some Unsettled Questions' of Political Economy of which we shall 
presently speak. From this time also dated the signal influence 
upon his life that was eventually to render him a self-styled 
‘socialist’: namely his meeting (in 1830) with Mrs Harriet 
Taylor, who twenty-one years later was to become his wife, 
three years after the appearance of his Principles of Political 
Economy. 

Thfc influence of his wife-to-be upon this work (which, as 
Leslie Stephen remarks, “became popular in a sense in which 
no work upon the same topic had been popular since the 
Wealth of Nations''')^ was sufficiently great for a few words 

• Autobiography, p. 225. 

t Leslie Stcohen, The English 'Utilitarians (London, 1900) Vol. iii, p. 53, He goes 
on to say^that in the 1850s and i86os *'a large school looked up to Mill as an 
almost infallible oracle*'. 
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to be said of it here, if only byway of parenthesis. In Mill’s 
own words, it gave to the book its “general tone by which 
it is distinguished from all previous expositions of Political 
Economy”; this consisting “chiefly in making the proper 
distinction between the lawj of the production of wealth, which 
are real laws of nature* dependent on the properties of objects, 
and the modes of its Distribution, which, subject to certaift 
conditions, depend on human will”. Other economists, in his 
opinion, confused the two “under the designation of economic 
laws . . . incapable bf being defeated or modified by human 
effort”.* In other words, he regarded Distribution of Income 
as being the product of alteralflc social institutions - as being 
‘inslitutional’ and historical-relative, not ‘natural’ or universal. 
This explicit avowal was certainly an advance, both on what 
•had been implied by his predecessors and on what was to come 
later with theories of ‘imputation’ of which we shall presently 
speak. It was tu uc underlined by Marx as a reason why “it 
would be very wrong to class [those like J. S. Mill] with the 
herd of vulgar economic apologists cveq though for Marx, 
of ccnirse, such a statement as the one quoted was an inadequate 
indication of the connection between Distribution and the social 
relations of production. 

• More specifically Mill speaks of the change m his social 
philosophy under her influence in this way. “I was [formerly] 
a democrat, but not the least a Socialist.” Then, speaking of 
himself and his wife : “ Our ideal of ultimate improvement went 
far beyond Democracy and would class us decidedly under the 
general designation of Socialists . . . We looked forward to a 
time when society will no longer be divided into the idle and 
the industrious. In the Principles these new opinions “were 
promulgated less clearly and fully in the first edition,* rather 
more so in the second, and quite unequivocally in the third”. 
The chapter that he attributed entirely to her, and one which 
he held to haye had “a greater influence on opinion than all 

• Principles of Political Economy ^ p. s?4ti. 

t Capital t Vol. i (Aveling and Moore edn) p. 6a 3n. 

{ Autobiography, p. 231. 
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the rest”, was one entitled ‘The Probable Futurity of the 
Labouring Classes’. This did not exist at all “in the first draft 
of the book”.* It ends, rather lamely to modern eyes if radical- 
sounding in its day,! with advocacy ol some kind of profit- 
sharing and copartnership. It niAy be added that when in 1865 
he stood as a Parliamentary candidate for Westminster, it was 
its a Liberal - but then so did the trade unionists of the time 
who ran for Parliament. After losing his scat in 1868, he did 
not himself stand again but lent suj^port and money to George 
Odger and other trade unionists standing for Parliament. 

II 

Of the doctrines that were characteristic of Mill, it may be 
convenient to deal first with his theory of profit, bclbre mention- 
ing his treatment of value, about which there is very little of 
interest to say. Indeed his treatment of the former is in many 
ways a key to the latter (as it had also been willi Ricardo). 
Profit was the subject of the fourth and most significant essay 
of his early work, Essays on Some Unsettled Ojiestions\ where he 
puts forward whatrhe claimed to be a restatement of Ricardo’s 
theory, and one that appears to be wholly Ricardian m fotm. 

Ricardo’s theory, as we have seen, was that Profits depend 
exclusivel^^on Wages in the sense ofbeing the difference bt^tween 
the value of w^ages paid to labour and the value of labour’s 
product; or in other words on real wages as a proportion of the 
value produced when both arc expressed in te rms of the labour 
required to produce them. This according to Mill w^as “the 
most perfect form in which the law of pre^fits seems to liave been 
yet exhibited ” and to be “the basis of the true theory of profits ”.J 
* Ibid,^ p. 245. 

t This chapter contains inter alia such Tjrthnght ami rarlical .statements as: “I 
cannot think it probable that they [the working c lapses J will be permanently 
contented with the condition of labouring for wages as their ultimate state. To 
work at the bidding and for the piofit of another, without any interest in the 
work “ tlic price of their labour adjusted by liostile conipeiition ... is not, even 
when wages arc high, a satisfactory state to human beings of educated intelligence, 
who have ceased to think themselves naturally inferior to ^thosc whom they 
serve” (Principles^ Vol. n (2nd ed., 1849) p. 324). 

X Essays on Some Unsettled Qiiestj.ons (London, 1844) pp. 94--5, 98. Marx, perhaps 
rather unffxirly, criticises Mill here for failing to see that, while this is true of the 
rate of surplus value, it is not necessarily true of profit and the rate of profit 
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He translates^ this into his oWn terminology by making 
this equivalent to the statement that profits depend upon “the 
cost of production of \vagcs”; but then goes on to point out 
that part of the requisites of prodiution “tools, materials 
and buildings”) consists of products of labour expended in the 
past. Hciicc “the whole hi their value is not resolvable into the 
wages of the labourers by whom they were produced”, but in* 
part consists of profit to the capitalists who have advanced these 
wages of the labour expended in the past.* Ibis is illustrated 
with an example that'has puzzled some and been cjilled curious. 
Actually it is a remarkably simple way of making the point in 
question. It consists of a comparison of two cases in both of 
which 100 men, working for a year and each receiving a quarter 
of corn as wages, produce rSo quarters as final product. In the 
first example part of the labour, that of 40 men, is expended in 
the previous year to produce seed corn and tools “amounting to 
the value ol bo quarters”; and in the second year, with the aid 
of this “fixed capital and seed”, 60 men work to produce the 
final product of 180 quarters. In the seconcj example all the 
labour, namely that of 100 men, is expended in the current year, 
and since it is working without the aid of fixed capital its 
productivity is lower, and this labour of 100 men (instead of 60) 
yields the same final product of 180 quarters. Yet, alHiiough the 
total expenditure of labour in the two cases is the same, and also 
the cost in wages, the rate of profits in one case is 50 per cent 
180 “ (60 seed corn and tools j -f 60 wages) \ other 
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case 80 per cent | j ; the difference being due to that 

part of the capital (20 quarters) that in the former case repre- 

M 

(Theorien iiber den Aiehrwerf, rd. Karl Kautsky (Berlin, 1923) \ol. ii, pp. 230 seg.). 
But if it is true of profit or surplus-vali as a r-atin to wages, tlien it is piesumably 
true also, cetens paribus^ of its derivati ratio of profit to total tapital. Tiue, if 
the latter changes, the rate of piofu, ceOns paribus, will be aftccted ; but this indeed 
is just the point c/ Mill’s example. 

* Mill, Essays on Some Unsettled Questions, p. 9B. • 

t The value of the seed corn and tools j-rodured iii»li’. previous year is made up 
of 40 quarters as wages of 40 men employed in that year and (at ili^ prevailing 
rate of profit) 20 quarters as profit on the capital advanced in that year as wages. 
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scnted profit upon the wagfes advanced in the previous year. 
Hence “Ricardo’s theory is defective” in that “the rate of 
profit does not exclusively depend upon the value of wages in 
his sense, namely the quantity of labour”: accordingly the 
“cost of production of wages”, -upon which profits depend, 
must be so interpreted as to include fn “cost of production” 
the profits advanced as well as the wages advanced. He con- 
cludes: “Mr. Ricardo’s principle that profits cannot rise unless 
wages fall, is strictly true, if by low wages he meant not merely 
wages which are the produce of a smaller quantity of labour, 
but wages which are produced at less cost, reckoning labour 
and previous profits together.”* 

How is one to take this emendation ? How large a departure 
from the Ricardian theory did it represent? Throughout this 
essay, it may be noted, Mill was concerned with the rate cf 
profit, and the focus seems to have been shifted from the 
determination of total profit, or profit as a proportion of any 
given value produced (and hence as a ratio to wages), f which 
was Ricardo’s main concern, to the ratio of this profit to the 
capital' advanced. Mill’s emendation amounts to pointing out, 
quite correctly, that with fixed capital in the picture this latter 
ratio will be smaller, ceteris paribus^ the larger the proportion of 
fixed to circulating capital, or the longer the time over which 
the expenses of production, or the labour, have to be advanced: 
a point which Ricardo never seems to have made explicitly, 
and even to have ignored, presumably because he was not very 
much concerned with profit as a ratio to total capital. Formally 
this emendation can be treated as analogous to Marx’s criticism 
that Ricardo ignored so-called ‘constant capital’ as a factor in 
the determination of the profit-rate, or alternatively treated 
profit and surplus-value as identical. Mill could have said that 
Ricardo’s principle that profits depended on the value of wages 
* Ibid., p. 104. 

■f It is to be noted that with Ricardo’s implicit assumption of an annual harvest 
cycle and of capital consisting of wage-advances the rale of'profit waa the same 
as the ratio of profit to wages and no problem of a difTercncc between the two 
arose. (S'^ed-corn would be a qualification of this, of course, if it werfc treated as 
as an advance of capital and not merely as a deduction from the gross product 
at the end of each year.) 
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was quite true of total profits^ or ofthc amount of profit yielded 
by any given value total produced ; but that when expressed as 
a ratio to capital it depended, naturally, on the size of the total 
capital and this in turn on how much fixed capital was used in 
production (compared to current expenditure on wages). But 
he did not in fact say this; he preferred to say that Ricardo’s 
“cost of production of wages” must be interpreted to consist of 
“two parts”, wages and “the profits of those who, in any 
antecedent stage of the production, have advanced any portion 
of those wages”; and the handling of his example might be 
taken to imply that the time over which labour is advanced 
influences not merely the rate of profit (by influencing the size 
of the capital to be advanced) but also the size of the total profit 
available. 

. Later, in his Principles^ he introduces the notion of a minimum 
profit if capitalists are to continue to accumulate capital and 
to invest it in industry, and he has by this time adopted 
Senior’s notion of interest as a reward for abstinence and the 
notion of profit as being (or including) the, ‘wages of super- 
intendence’.* * * § Although he tries to marry these ideas \Vitli his 
own rather cloudily amended version of Ricardo’s principle 
that profits depend upon the ‘cost of production of wages he 
ends up with a theory that is much closer to Marshnll’s theory 
of ‘normal profit' than it is to anything specifically Ricardian. 

Mill’s treatment of the theory of valuej is prefaced by the 
confident statement: “Happily there is nothing in the laws of 
Value which remains for the present or any future writer to 
clear up; the theory of the subject is complete. ”§ Here again 
he starts by claiming that he is doing no more than tidy up, 
expand a little and restate Ricardo. What in fact he does is to 
return to the ‘adding-up-the-components-of-price’ theory of 
Adam Smith, and in his restatement of this to bring it very close 

* Principles^ V0I. i (London, 1848) Ch. xv, pp. 477-9* 

t Mill here intcrp#ets this as “the labourers’ proportional share” and renders 

“profits depend on wages” as profits “dciJcnd on the cost of labour'* (ibid., 

pp. 492-3)* 

} In his chapter ‘On Value’ in Book iii, Ch. i, ibtd.y pp. 513 seq, 

§ p. 515. 
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to Marshall’s theory of long-^period ‘normal value’. Ricardo’s 
theory of profits is translated into the proposition that profits 
depend on the ‘cost of production of wages’ so as to include 
profits on the time for which the wages liavc been advanced in 
cost of production. Mill then goespn to say that “things on the 
average exchange for one another in the ratio of their cost of 
production”, and to define cost of production explicitly to 
mean wages plus profit on the amount of capital employed to- 
gether with the labour at a rate the expectation of which is 
necessary to persuade capitalists to continue producing. 

‘'If we consider as the producer the capitalist who makes the 
advances, the word Labour [in Ricardo's theory] may be 
replaced by the word Wages: what the produce costs to him is 
the wages which he has had to pay.” But since capital is “the 
result of abstinence”, it follows that “the produce, or its value, 
must be sufficient to remunerate, not only all the labour re- 
quired, but tlic abstinence of all the persons by whom a 
remuneration of the different classes of labour was advanced. 
The return for abstinence is Profit”.* “As a general rule, things 
tend icy exchange for one another at such values as will enable 
each producer to be repaid the cost of production with the 
ordinary profit . . . 'Lhc latent influence by which tlie values of 
things are-made to conform in the long run to the cost of pro- 
duction, is the variatioi> that would otherwise take place in the 
supply of the commodity.” The chapter ‘Of Cost of Production’ 
(Chapter iii of Book iii) concludes in the “strain of metaphor”: 
“demand and supply always rush to an equilibrium, but the 
condition oi stable equilibrium is when things exchange for each 
other according to their cost of production, or, in the expression 
we have used, when things arc at their Natural Value ”.| 

Thi^s in a formal sense he still letains a Ricardian base to his 
renovated Smithian structure by admitting that profits depend, 
inter alia, upon wages, in his amended and qualified interpreta- 
tion of this proposition. But since he regards profit as tending 
always to the minimum level at which they just remunerate 
‘abstinence’ and ‘labour of superintendence’ and no mere 
♦ Ibid., pp. 540, 546. t PP- 534-5i 539- 
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(apart from risk-bearing), and cannot fall below this without 
adversely affecting the supply, the Ricardian proposition would 
seem to be left without a j)lace. 

Schumpeter has jpointed out that his conception of value is 
entirely in line with Bailey’s criticism of Ricardo and leaves no 
room for anything in iht nature of ‘absolute value’. “The 
energy with which he insisted on the relative character of 
[Value] completely annihilated Ricardo’s Real Value and 
reduced other Ricardianisms to insipid innociiousncss.”* Look- 
ing at the result from -a different angle, it was Cairnes who 
made the comment that Mill had shifted the perspective “to 
the partial and limited stand-point of the capitalist employer” 
by framing his theory in terms of expemes of j>roduction, rather 
than of any form of real cost, wdiethcr objectively or sub jectively 
conceived.! To a certain extent this comment is, no doubt, 
appropriate, and certainly indicates the affinity of Mill’s treat- 
ment with Siulih a But as a criticiue it is, surely, secondary to 
the fiict that in Mill's theory Ricardian determination of the 
profit-wage ratio is replaced by the notion of' a ‘minimum 
level’ of profit, which, if it is to be more than an empty J)ox, 
must rest, presumably, on rather misty and contingent entre- 
preneurial ‘propcnsitics-to-accumulatc’. 

HI 

Thirdly and lastly, the doctrine that is best known among those 
characteristic of Mill is probably the Wages Fund: no doubt by 
reason of his dramatic recantation of it in face of the criticism 
of W. T. Thornton in his book On Labour (which may well have 
convinced him of the reactionary use's to which the doctrine 
was being put).! ibis, briefly, was the view that total wages 

* Schumpeter, History oj Economic AnnJysis, p. 'I'liis is e\idrntly rx refcicrue to 
Mill’s forthright statement [PnmiplcSyXo], i, p. 54^) that “the value of a eonimtTdity 
is not a name for an inhertait and substantive (jualiiy of a tlung itself, but means 
the quantity of other things which c.an be obtained in rvebangefor it. Tbc \rdue of 
one thing must always be understood relatively to some other thing or to things 
in general.” 

- I J. E. Cairnes, Leading Principles oJ Political Economy Xcivly Expounded (London. 

>874) P- 53- * ^ 

{ Tlircc years previously, indeed, in a letter to Henry raw celt (of 1 Jan. '866) he 
had dissented from Fawcett’s chapter on wages and said : “I think 1 could show 
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were limited by the existing fund of capital, moreover by that 
part of capital that was earmarked (in some fashion unexplained) 
for paying wages. Given this total, wa^es per head were arrived 
at by a simple process of dividing the total by the labouring 
population that competed for ^employment. This view that 
wages are “paid out of capital’^ regarded as advances of wages, 
and hence “limited by capital”, is what Marshall called the 
“vulgar form of the Wage-Fund theory”: a form in which it 
“cannot be defended”.* As such it was first cousin, on the one 
hand, to the doctrine which many have seen as implicit in 
classical political economy that industry (and hence in the 
long run population) is limited by capital, and on the other 
hand to another contentious proposition of Mill to the effect 
that “demand for commodities is not demand for labour” (i.e, 
that it is not income spent on consumption that creates employ- 
ment, but income invested as wage-advances to labour). 

The most succinct expression ot his doctrine in Mill's Prin* 
ciples is as follows. “Wages, then, depend upon the demand and 
supply of labour; or, as it is often expressed, on the proportion 
between population and capital. By population is here meant 
the number only of the labouring class, or rather of those who 
work for hire; and by capital, only circulating capital^ and not 
even the^vhole of that, but the part which is expended in the 
direct purchase of labour . . . Wages (meaning, of course, the 
general rate) cannot rise, but by an increase of the aggregate 
funds employed in hiring labourers, or a diminution of the 
number of the competitors for hire.”| And again : “ Since there- 
fore the rate of wages which results from competition distributes 
the whole wages-fund among the whole labouring population; 
if law or opinion succeeds in fixing wages above this rate, some 
labourers are kept out of employment.” J 

that an increase of wages at the expense of profits would not be an impractic- 
ability on the true principles of political economy" (The Letters of J. S, MUL 
cd. H. S. R. Elliot (London, 1910) Vol. ii, p. 52). 

* A. Marshall, Principles^ of Economics (London, 1916) p. 823* 
t Mill, Principles, Vol. i, Book in Ch. xr, ‘Of Wages’, pp. 401, 402. 

{ Ibid., p. 426. This is prefaced by the statement: “It is a mistake to suppose that 
competition merely keeps down wages. It is equally the means by which they 
are kept up . . . Wages can only be lowered by competition until room is made 
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• • 

• This doctrine, appearing as it did with the simplicity and 

force of an arilhinetical truism, manifestly served as a per- 
suasive answer to the claims of trade unionism to be capable 
of affecting the general* level of wages. Leslie Stephen was to 
dismiss it as “an identical proposition: the wage-fund means 
simply the wages, and the ratfc of wages is given by the total 
paid divided by the number of receivers'’.* Such a dismissal, 
while being fair comment on some of the cruder versions of the 
doctrine, f seems to be too sweeping a dismissal, since Mill and 
his disciples clearly cUd not intend to define the fund as total 
wages, but were maintaining, rather, that total “wages, and 
hence the average wage-level, were determined by some 
independently determined entity called the Wages-Fund. 
Refutation required one to show that no such independent and 
pre-determining entity existed; which is what Thornton in fact 
did when he posed the question : “ Is there really any such fund ? 
Is there am^ portion of any single individual's capital 

wliich tlie owner must necessarily expend upon labour?” J 

Mill’s recantation (in which according to Marshall “he 

to admit all thr labourers to a share in the distribution of the wages-funef. If they 
fall below this point, a portion of capital would remain inemployed for want of 
labourers; a countcr-f ompetiuon would coinincnce on the side of the capitalists, 
and w'ages would rise” (zAw/., pp. 425-t)). 

* The English Utilitarians (London, 1900) Vol. in, p. 216. 

t It might well be a valid comment, e.g.^ on Mrs M. G. Fawcett’s statement that 
“wages depend on the proportion between the wages-fimd and the number of 
the labouring population. If this proportion remains unchanged, the average 
rate of wages cannot be raised ” {Political Economy for Beginners (5th ed., L.ondon, 
1880) p. 102) ; perhaps also Prof. Mcnry FawTelt’s statement; “The cirr ulating 
capital of a country is its wage fund. Hence, if v\'e desire to calculate the average 
money wages received by eacli labourer, we have simply to divide the amount 
of this capital by the number of the labouring population. It is therelore evident 
that the average money-wages cannot be increased unless cither tlie circulating 
capital is augmented or the number of the labouring population is diminished” 
{Economic Position of the British Ijibourer (Cambridge and London, 1865) p. 120). 
Sidgwick declared that in the form in which it was stated by Mill “it wdlild be 
merely saying that a quotient can only be made larger by increasing the dividend 
or diminishing the divisor”, but that “what Mill really meant was that . . . the 
amount of wealth devoted to the payment of wages is mainly determined ... by 
saving” {The Principles oj Political* Economy y 2nd edition (London, 1887) p. 299). 
To this he later %dds the remark that “ the j:ommoditics consumed by hired 
labouifers is not divided by a sharp line from those consumed by other classes ” 
(ibid.y p. 305). 

} VV. T. Thornton, On Labour (London, 1869) p. 84. 
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< « , 

yielded too much, and overstated the extent of his own pa^t 
error”)* came in the course of reviewing Thornton’s book in 
the Fortnightly Review of May 1869. These were his words: 
“There is no law of nature making it inherently impossible for 
wages to rise to the point of absorbing not only the funds which 
he [the employer] had intended to devote to carrying on his 
business, but the whole of what he allows for his private 
expenses beyond the necessaries of life. The real limit to the 
rise is the practical consideration how much would ruin him, or 
drive him to abandon the business, not the inexorable limits 
of the Wages-fund.” But although disowned by one of its main 
exponents,! the doctrine, witli its implications, was destined 
to live on in other guises, either that of a Bohm-Bawerkian 
‘subsistence fund’, or in some version of marginal productivity 
doctrine. We have already noted Marshall’s opinion that there 
was a sense in which it could be held to be true. Wicksell was 
to point out that the Austrian theory of capital in effect 
substituted for the simple relation W = CJL of wage-fund 
theory that of 



where C a fund of subsistence goods for workers, w is the 
wage and t is the length of the period of production ; together 
with the further relation p = u; + /(d/?/d/) to determine t 
{p being annual production per worker), or else, to determine 
/, the condition that 


{p-w) : 


is a maximum.! 


♦ Ms^shall, Principles^ p. 825. 

t His disciple, J. E. Cairnes, does not seem to have abandoned the doctrine, 
although in a letter to Mill he apparently expressed agreement with the Fort‘ 
nightly Review article (The Letters of J, S, Mill, ed. Hugh S. R. Elliot, Vol. n, 
p. Q07). 

} K. Wicksell, Value, Capital and Rent (London, 1954) pp, 145-6. ‘^The great 
importance” of Bohm-Bawerk*s theory “consists partly in the fact ijViat in this 
theory for the first time aarcal substitute is provided for the obsolete wage fund 
theory which several writers have tried to overthrow by cheap criticism without 
being able to replace it by a better” (p. 145). 
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• Needless to say, one respect iji winch Mill was entirely 
traditional and* made no change in accepted doctrine was in 
his belief in ‘Say’s Law*. Here he spoke forthrightly and with- 
out making any concesSon: “A general over-supply, or excess 
of all commodities* above the demand, so far as demand consists 
in means of payment, is, thus sliown to be an impossibility . . . 
It is evident enough, that produce makes a market for* 
produce.”* 

One cannot close a review of Mill’s economic views without 
a brief reference to the distinctive view he took on the question 
of the ‘stationary state’. The notion of such a state in which 
capital accumulation would be halted we have seen appeared 
in the work both of Smith and Ricardo, but had been treated 
by them as lying some w^ay in the future, and according to 
Ricardo would continue to lie in the future so long as free trade 
in corn and agricultural improvements enabled the tendency 
to diminishing ^ciurns to be held at bay and the rate of profit 
maintained. Mill’s attitude towards it was marked by two special 
peculiarities. First, he regarded the ‘stationary state’ as only 
just round the corner - at most a few years ahead and no.more; 
its arrival only being postponed by such things as government 
borrowing, export of capital and wastage of capital by mis- 
direction. Secondly, he regarded its arrival with /nuch less 
gloom than had his forbears because he hoped that it would 
provide the occasion for improving the distribution of income. 
“I cannot regard the stationary state of capital and wealth 
with the unaffected aversion so generally manifested towards 
it by political economists of the old school. He held that, 
were it not for export of capital and wastage of it and govern- 
ment loans for unproductive expenditure, none of which he 
supposed could be relied upon to continue indefinitely, cgily a 
few years more of capital accumulation at its existing rate (if 
“ annually invested in really productive employment within the 
country”) would suffice to reduce profits to their minimum level 
at which inducAicnt to further investjnent would cease. Profits, 

• Principles of Political Economy^ Vol. ii (and cd., 1849) p. 94* 

t Ibid», p. 310. 
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he thought, were “within a Jhand’s breadth of the minimum”, 
and the country therefore “on the very verge of the stationary 
state”.* This he was able to regard with equanimity since he 
held that one should “ fix attention upofi improved distribution, 
and a large remuneration of labour, as the 'true desiderata”, 
rather than on “mere increase of .production” to which 
v“ inordinate importance” was usually “ attached ’’.f Luke- 
warm as such an aspiration may appear to modern eyes, in 
days when a prevalent view was that to let the poor die off 
from starvation was the only effective cure for poverty (“the 
rich man in his castle, the poor man at his gate”) this was, 
indeed, a quite daringly radical doctrine. 

This improvement in income-distribution, however, could 
not occur if population continued to increase at a Malthusian 
rate: it was conditional upon the growth of “provident habits 
of conduct” among the working classes, which he hoped for 
and anticipated with their growing independence and educa- 
tion. Given the spread of these “provident habits”, the result 
should be that “population will bear a gradually diminishing 
ratio tp capital and employment ”.J 

Were one listing in full the achievements of Mill’s analysis, it 
would be an omission to fail to enlarge on his contribution to 
the theory of international trade, where he was the first to 
combine a theory oLreciprocal demand with Ricardian com- 
parative costs, in order to show how the gains of trade were 
shared between the countries concerned (the latter alone being 
capable of defining the limits, only, within which the terms of 
trade could lie). Moreover, in the course of doing so he intro- 
duced the notion of elasticity of demand, although without the 
name or precise definition. In the case of the present work, 
whose theme is centred on theories of value and distribution, 
and in the main on relations internal to a closed economic 
system, failure to enlarge on such questions may perhaps be 
excused. 

• pp. 289, 290. • t P- 3 * 5 - + P* 322- 
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I 

We have seen that there were critics of post-Ricardian trends,’ 
particularly as regards the theory of profits, who tried to carry 
Ricardian theory further and to turn it into a critique of Capital 
itself. These were writers and pamphleteers like Thomas 
Hodgskin and William Thompson and J. F. Bray and John 
Gray, to whom the name of ‘Ricardian Socialists’ has been 
given; and although they inhabited what Keynes, a century 
later, was to call the “underworld of heretics”, their signifi- 
cance did not go unnoticed by economists of gentry-breed in 
Dublin or Oxford. Although their audience was to be found 
in Mechanics LK>litutes and among incipient trade unions and 
radical fraternities, rather than in the cloisters of ancient 
universities, their actual or potential influence was evidently 
feared by writers such as Scrope and Read.** 

Hodgskin presented his rather undeveloped concept of 
exploitation from the standpoint of a believer in a Smithian 
‘natural harmony' of natural lawsf ; and from this standpoint 
he was a critic of Ricardo, especially the latter’s theory of 
wages and theory of rent. His claim that labour had a right to 
the whole produce, and that profit and rent were alike filched 
from labour, was essentially a natural riglit doctrine, such as 
Marx’s surplus-value is commonly, but erroneously, interpreted 
as being. J Natural right to property in the fruit of one’s own 

• Cf. G. Poulctt Scropc’s rel'erence (cited above, p. i lo) to persons who “declaim 
against capital as the poison ofsocicty, and . . . robbc'ry of the class of labourers”, 
with a footnote reference to Hodgskin {PrwnpUs of Political Economy (L9ndon, 
1833) p. 150), and again to Hodgskin’s talk of “robbery of labourers” and 
“mistaken hostility to Capital” (in Political Economy for Plain People (London, 
1833 »■ 2nd cd. 1873) pp. 103, 105); Samuel Read, An Inquiry into the Grounds of 
Right to Vendible Property (Edinbuiggh, 1829) csp. pp. xxx-xxxi. More generally 
cf. Blaug, Ricardian Economics, pp. 140-50. 
t Cf.'Ei. H^dvy, Thomas Hodgskin (London, 1956) pp. 58-9, 64-6, 80. 

+ Halivy, speaking of “ the true psychological origin ®t . “ labour theorjj of value ”, 
says that “Hodgskin, a philosopher at the same time as he is an economist, finds 
the true source of the labour theory of value in Locke” {ibid., p. 181). 
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labour was sharply contrasted with ‘ the legal or artificial ’ right 
of property to appropriate the product of the labour of others. 
He speaks of Capital as “engross[ing] the whole produce of a 
country, except the bare subsistence of tke labourer, and surplus 
produce of fertile land”, of “tRe all-engrossing nature of com- 
pound interest”, and in a well-known passage throws down the 
' challenge: “I am certain . . . that till the triumph of labour be 
complete; till productive industry alone be opulent, and till 
idleness alone be poor, till the admirable maxim that ‘he who 
sows shall reap’ be solidly established; till the right of property 
shall be founded on principles of justice, and not on those of 
slavery . . . there cannot and there ought not to be either peace 
on earth or goodwill amongst men.”* Two years after the 
publication of Labour Defended came the publication of his 
lectures at the London Mechanics Institution (of which he had 
been a co-founder) under the title of Popular Political Economy, 
Already in the year following Ricardo’s death William 
Thompson, in An Inquiry into the Principles of the Distribution of 
Wealthy had deduced the right of labour to the whole produce 
from the postulate that labour is the sole (active) creator of 
wealth. In existing society this right was obstructed by a system 
of ‘unequal exchanges’ which resulted in part of labour’s 
product being appropriated by the possessors of economic 
power and advantage. Apart from its injustice and its offence 
against the Benthamite maxim of ‘greatest happiness’, such a 
system deprived labour of much of its incentive (and in place 
of this made want, the spur to labour) : for which reason it was 
inimical to the production of wealth. 

G. D. H. Cole, in his Introduction to the 1922 reprint of 
Hodgskin’s Labour Defended^ had this to say of Hodgskin and 
Thopapson: “Hodgskin, in Labour Defended, and William 
Thompson in his Inquiry into the Principles of the Distribution of 
Wealth (1824) Labour Rewarded (1827), were the first to 
formulate clearly the working-class criticism and inversion of 
the Ricardian economic system. In their consti’active work the 

♦ Labour Befended against the Claims of Capital^ or the Unproductiveness of Capital Proved, 
by a Labourer (London, 1825), pp. 7, 23, 32. 



KARL M 9 ^RX • 


139 

two men differed widely. Thompson was, on the whole, a 
Cooperative Socialist of the school of Robert Owen; Hodgskin 
a philosophic anarchist following the tradition of William 
Godwin. But, in •essence, them deductions from Ricardian 
assumptions are the same.’ 

Even before this, in 18.21 Piercy Ravenstonc (who might be 
called a conservative traditionalist rather than a Ricardian 
Socialist among the ranks of whom he is sometimes classed j) 
had propounded a ‘deduction’ or ‘appropriation’ theory of 
property-income bearing close analogy at several points with 
the ideas of Thompson and Hodgskin. He had spoken of the 
“pretension of the landowner” as being “the basis of the 
property of every description, which is seen to multiply so 
rapidly with the growth of civilisation” ; on it “are built the 
pretensions of the master-manufacturer, of the tradesman, of 
the capitalist”. “From this moment labour ceases to be free. A 
man cannot exercise his faculties without paying for the per- 
mission so to do. He cannot make use of his limbs without 
sharing the produce of his labour with those A^ho contribute 
nothing to the success of his exertions. The exercise of industry 
is as effectively barred in manufactures as on land; everywhere 
the toll must be paid before industry is allowed to go^to work 
. . . Everywhere the labourer must purchase the permission to 
be useful.” J A not dissimilar emphasis, anticipating Marx’s, is to 
be found also in Richard Jones, who in speaking of rent declared 
that “in the actual progress of human society, rent has us'ially 
originated in the appropriation of the soil, at a time when the bulk 
of the people must cultivate it on such terms as they can, or starve ; 
and . . . are chained ... to the land by an overpowering necessity; 
the necessity then which compels them to pay a rent ... is wholly 

* Introduction to Thomas Hodgskin in Labour Defended against the Claims oj Capital 
(London, 1922) p. 12. 

t Professor M. Blaug speaks of him as ‘‘the first of the so-callcd Ricardian social- 
ists” {Ricardian Economics, p. 141). 

. J P. Ravenstone, A FeS Doubts as to the Correctness of^ome opinions generally entertained 
on the subjects of Population and Political Economy (Lorv' -n, 1821) pp. I99“200. 
Speaking historically, he says also that “rent and slavery cannot exist together, 
they are different modes of obtaining the same end . . . Slavery is the natural 
consequence of property in a thinly-peopled country, as rent is where population 
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independent of any difference in the quality of the ground they 
occupy, and would not be removed were the soil all equalised.’”** 

Although they can scarcely be said to have constituted a 
school of economic theory, one should not omit to mention that 
on the continent, in addition to' the utopian socialism of Saint- 
Simon and Fourier, who preached equality and the natural 
harmony of men cooperating as producers, there were in France 
Proudhon and his followers, author of Qu'est-ce que la Propriete 
and coiner of the adage “Property is Theft”. This latter was 
Proudhon’s answer to the Lockean right to property by labour, 
and an assertion of the two aspects of property-riglit on which 
both Ravenstone and Hodgskin had insisted. Yet Proudhon 
could be called a ‘distributivist’ as much as (probably more 
than) a socialist: one commentator has said of him that “he 
was always at heart a peasant ”.f His influence has been in the 
direction of anarchism rather than of socialism, with equality 
and individual freedom as two of his central ideas; while he 
preached against communism and the authoritarian State and 
sougfit an answer to the evil of interest on capital in a system 
of universal, interest-free credit organised through a Mutual 
Credit Bank.J In Germany there was the more considerable 
economic writer Rodbertus with his theory of surplus-value and 
rent (to whom Marx was to devote a longish critical chapter in 
his Theorien fiber den Mehrwert)^ not to mention the later Eugen 
Diihring,§ with his ‘force theory’, who was to raise the ire of 
Friedrich Engels. 

Such were the forerunners of Marx’s Das Kapital, or those 


is more abundant” (p. 211), Again he says that “the fund for the maintenance 
of the idle is the surplus produce of the labour of the industrious” (p. 233). 

* Rev. Richard Jones, An Essay on the Distribution of Wealth (London, 1831) p. ii. 
iClarx attributed to Jones the distinction of having “a sense of historical distinc- 
tion between modes of production” which has escaped “all English economists 
since James Steuart” {Theorien uber den Mehrwert, Vol. iii, ed. Kautsky (Berlin, 
*923) P- 450)- 

t Alexander Gray, The Socialist Tradition ^London, 1946) p. 256. 

J Schumpeter classes him as an anarchist and speaks of “ Marx’s scathing criticism 
{Misire de la philosophic^ *847) ” as being “fully deserved, though not well aimed 
in cvjry respect” {History of Economic Analysis^ pp. 457-8) . 

§ He was, of course, a contemporary of Marx, and not a forerunner; born in 1833 
be actually lived until 1921, and Engels’s polemic was not until the late 1870s. 
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who have sometimes been called ‘anticipators’* of this theory 
of surplus-value*. Apart from Rodbertus and Proudhon, Marx 
was to single out Ravenstone and Hodgskin (also as we have 
seen Richard Jones) fof fairly extensive comment in Theorien 
Uber den Mehrwert\ particularly •Hodgskin whose two booklets 
are referred to as “am£)ng the most significant products of 
English political economy Stronger in intuition and sense . 
than they were in rigorous analysis, they were writers who 
shared the discovery of an important clue, to which the orthodox 
were blind, even while they failed to approach a complete 
solution. One thing in particular that they failed fo do was to 
show how ‘unequal exchanges’ or ‘surplus-value’ could be 
reconciled with the existence of ‘perfect competition’. 

II 

Marx himself has been more variously estimated, as well as 
more misintci pA* ied, than almost any other economist of note. 
This is hardly surprising in view of the acute ideological issues 
involved in both the positive and the polemical sides of his 
doctrines. He also enjoys the distinction of being mo/c fre-^ 
quently explained away or refuted. Bohm-Bawerk, who at least 
took him seriously (deeming him to have “the same mixture of 
positive and negative merits as his prototype Hegel”, both 
“philosophical geniuses”), heralded what he called the “down- 
fall of Marx’s system” (in his polemical work of 1896 entitled 
Zum Absckluss des Marxschen Systems), with the dubiously pro- 
phetic declaration that “the Marxian system has no abiding 
future ”.J Marshall dismissed him as a tendentious thinker who 
had mischievously misunderstood Ricardo.§ Edgeworth esti- 
mated “the importance of Marx’s theories” as being “wholly 
emotional ”.|| Keynes, in so far as he noticed him at all, treated 
♦ E.g. Alexander Gray, Socialist Tradition, pp. 257, 262. 

t Theorien, cd. Karl Kautsky (Berlin, 1923) Vol. in, p. 31 3 (treatment of this group 
of writers as a whole occupies pp, 281-381). 

{Seepage 1 58. 

§ Prifieiples, 7th cd. (London, 1916) p. 503. • 

II F. Y. Edgeworth, Papers relating to Political Econournf (London, 1925) Vol. in, 
p. 275 (the occasion was a review of Achille Loria's Karl Marx and Jf S. Nichol- 
son's Revival of Marxism), 
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him as a luminary of the dim underworld of heretics, with lers 
to teach than the relatively obscure monetary* * * § reformer Silvio 
Gesell;* and Samuelson has loftily dubbed him “a minor 
Post-Ricardian” - and withal “an autodidact”.f More cate- 
gorical than any is Ludwig vbn Mises with his “Marxism is 
against logic, against Science; and. against the activity of 
thought itself” while in our own country an historian of 
economic thought has spoken contemptuously of a “pedantic 
parade of learning”, “dexterous skating on thin ice, the 
subtlety approaching at times perilously near to sophistry”, 
“nowhere in print such a miracle of confusion, such a supreme 
example of how not to reason ”.§ Distinctly more respectful 
than most as well as more percipient, Joseph Schumpeter speaks 
of “the totality of his vision”, which “asserts its right in every 
detail and is precisely the source of the intellectual fascination 
experienced by friend as well as foe who makes a study of him” ; 
and he ranks Marx as being “Ricardo’s only great follower ”.|| 
Ricardo’s follower in an important sense he was; for which 
reason he has sometimes been called, if in a special, almost 
HegeKan, sense of aufhebung^ ‘the last of the classical econ- 
omists’.^ What can certainly be said is that he was in a direct 
line of descent from Ricardo, and that his understanding and 
interpretz^Uon of Ricardian doctrine has been substantially 

* J. M. Keynes, General Theory of Employment, Interest and Money (London, 1936) 
P- 355* 

t ‘Wages and Interest: Marxian Economic Models’, American Economic Review, 
Vol. XLVii, No. 6, Dec. 1957, p. 91 1. 

i Socialism, trans. J. Kahane (London, 1936) p. 17. 

§ Sir Alexander Gray, The Development of Economic Doctrine (London, 1931) 
pp. 300-2. 

II Schumpeter, History of Economic Analysis, pp. 3R4, 596. Cf also J. Schumpeter, 
Economic Doctrine and Method (London, 1954) P* considered himself as 

on^who continued Ricardo”; also pp. 1 19-22: “At the time when his [Marx’s] 
first volume appeared there was nobody in Germany who could have measured 
himself against him either in vigour of thought or in theoretical knowledge.” 

T The school of Classical Political Economy was a term coined by Maitx himself 
to describe the theoretical system constructed by Adam Smith and Ricardo and 
their immediate contemporaries - the period “notable in England for scientific 
activity in the domain of Political Economy” when “s\)lendid tournaments 
were held”, and when “the class struggle is latent” still, or else “mantfests itself 
only in*isolated and sporadic phenomena” (Author’s Preface to Second Edition 
ol Das Kapital, Vol. i, 1872: in Eng. cd. (trans. Moore and Avcling) p. xxii). 
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borne out, an(J certainly not weakened, by the new material 
embodied in Piero Sraffa’s edition of Ricardo’s Works and 
Correspondence y so copio^usly cited in Chapter 3. Schumpeter 
explains the reference to “Ricardo’s follower” in this way: 
“Ricardo is the only economist whom Marx treated as a 
master . . . Marx used the Ricardian apparatus: he adopted 
Ricardo’s conceptual lay-out and his problems presented them- 
selves to him in the forms that Ricardo had given to them. No 
doubt, he transformed these forms and he arrived in the end at 
widely different conclusions. But he always did so by starting 
from, and criticising, Ricardo. Criticism of Ricardo was his 
method in his purely theoretical work.”* 

To obtain a correct perspective, however, upon his economic 
theory, especially upon its original elements, this needs to be 
sten within the setting of his general concept of historical 
development, which Das Kapital was designed as a special 
application. It is even desirable to appreciate the specifically 
Hegelian roots of this conception, in order at any rate to catch 
the finer shades of meaning. As is sufficici>tly familiar, the 
dialectic as a structural pattern of development started with 
Hegel from abstract Being as Mind or ‘Spirit’. For Marx, per 
contra, the dialectic of development , started from Nature and 
from Man as initially an integral part of Nature. BlTt although 
part of Nature and subject to the determinism of natural laws, 
Man as a conscious being had the distinctive capability of 
struggling with and against Nature - of subordinating and 
ultimately transforming it for his own purposes. This was the 


* Schumpeter, History of Economic Analysis^ p. 390. It is quite evident that, while 
criticising his limitations and going beyond him, Marx held Ricardo in high 
esteem: vide his reference to Smith, in contrast to Ricardo, being prevented 
“from reaching a uniform and comprehensive theoretical view of the a'Jstract, 
general foundations of the capitalist system”; and again to “the great historical 
significance of Ricardo for the science . . . With this service to economic science 
is closely linked the fact that Ricardo discovers and proclaims the economic 
contradiction between the classdi - as shown by the intrinsic relations - and 
hence the historical struggle and process of development is grasped at its roots 
and disclosed in economic science” (K. Marx, Theories of Surplus Value: a 
selectiony trans. G. A. Bonner and Emile Burns (London, 1951) pp. W9, 203-4; 
Karl Marx, Theories of Surplus Value, Part i (Moscow, n.d.) p. 86; Partii (Moscow, 
1968) p. 166). 
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unique role of human productive activity, or human labour,^ 
which differentiated man from all (or nearly all) other animate 
creatures; and for this reason the various and successive forms 
of productive activity, and especially the i;elations between 
human beings in society in the coyr^Je of this activity, formed the 
^ground-plan of human history. 

A leading feature of this dialectic of Man versus Nature, a 
sine qua non^ indeed, of its progressive issue, was the invention 
and use of productive instruments that were simultaneously 
durable embodiments of labour and productive aids to labour - 
instruments “which the labourer interposes between himself 
and the subject of his labour, and which serve as the conductor 
of his activity”*; and it is these which make of productive 
labour a collective or social process, and are the principal clue 
to the division of labour. “ In production men not only act oe 
nature but also on one another. They produce only by co- 
operating in a certain way and mutually exchanging their 
activities.” And again: “By thus acting on the external world 
and changing it, he at the same time changes his own nature. 
Hence the importance of the productive forces to an under- 
standing of human history, although only in closest conjunction 
with the social relations between men in the course of produc- 
tion associated with these productive forces (a purely techno- 
logical interpretation which some have seen in it is an impover- 
ishment and distortion of the concept). Thus the clue to the 
periodisation as well as the movement of human history lay in 
the successive modes of production, severally characterised, not 
only by technical forms, division of labour and exchange, but 
also by different forms of ‘social relations of production’ 
between human beings and classes. 

It Vas natural that an historical conception of this kind, 
when applied to a particular economic system, should approach 
the matter from the angle of conditions of production, including 
such socio-economic factors as ownership or nqn-ownership of 
means of production and fhe respective effects of these upon the 

* Capital, Vol. i (trans. Moore and Aveling) p. 158. 

t Ibid., p. 157. 
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Situation and bjehaviour of social groups or classes. Not only is 
the main order of determination - conditions and relations of 
production to relation^ of exchange - immediately indicated, 
but the boundaries of the subject (as we have previously said) 
are drawn differently and .more widely than has become 
customary with an ecoifomic theory conceived as the ‘laws of 
the market’ (or a fortiori conceived as a formal study of “the* 
adaptation of scarce means to given ends” in Lord Robbins’s 
much-quoted phrase of forty years ago). Such an approach 
serves also to explain the place assigned to Labo^ir as human 
productive activity: why it was natural for Marx to place it in 
the very centre of the stage. Implied in this, indeed, is a virtual 
definition of productive activity,"* and correlatively of appropri- 
ation or exploitation, in the sense of the annexation or receipt 
of part of the fruits of production by those who have contributed 
no productive 'irfivity and lack any personal participation 
in the process of production per se. As such ‘exploitation* is 
neither something ‘metaphysical’ nor simply an ethical judge- 
ment (still less “just a noise”) as has sometimes been depicted! : 
it is a factual description of a socio-economic relationsTiip, as 
much as is Marc Bloch’s apt characterisation of Feudalism as a 
system where feudal lords “lived on the labour of other men”. 
If history is viewed as a succession of modes of production, 
characterised in historical times to-date by such appropriation, 
it is natural that enquiry should start by asking what were the 
means and instruments, political, military, legal, economic, by 
virtue of which such appropriation occurred. It was accordingly 

* Not indeed of ‘productive’ which in various contexts can be applied to anything 
the prc.sence or absence of which makes a difference to the amount produced : 
vide Marx’s statement that “it would be wrong to say that labour which pro- 
duces use-values is the only source of the wealth produced by it, that is of material 
wealth” {Critique of Political Economy, irans. S. W. Ryazanskaia (Londoi^ 197O 
p. 36). Even L. Rogin {The Meaning and Validity of Economic Theory (New York, 
*95^) P* 33®) attributes to Marx’s theory the premise that “living labour is the 
sole source of output, of value added”. For Marx’s use of the term ‘productive 
labour’ sec above, Chapter 2, paJjge 6on, 6 in. 
t E.g, Prof. M. Blcfug: “Marx is caught up in the purely metaphysical problem 
of whether capital is barren or productive, whether interest or profit arc a pay- 
ment for services rendered or merely income stolen from workers ” ;,and Marx’s 
“emotive arguments about the nature of surplus value” {Economic Theory in 
Retrospect (New York, 1962; London, 1964) pp. 243, 247). 
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quite natural for Marx, sensing an analogy in nineteenth- 
century conditions with previous forms of class society, to start 
by enquiring wherein such appropriation consisted under 
capitalism, and how it was possible at all in a society in which 
free contractual relations ruled *aH things and market competi- 
tion, according to the economists, ensiired that exchange was 
•"always of equivalents for equivalents, at their Smithian ‘natural 
values’. And if exchange was always, or predominantly, one of 
equivalents, whence could a surplus arise ? 

Some have supposed that the notion "of exploitation, and 
hence of surplus-value, was in some way derived from the 
proposition that things exchange according to the amounts of 
labour embodied in them, presumably with the aid of some 
Lockean ‘natural right’ doctrine to the effect that labour gives 
right of ownership over its own product. To this view the law of 
value is premiss and surplus-value consequent. Of the Ricardian 
Socialists this, or something like it, is true. They started from 
the position, either that labour gives a right to the whole 
product, or that Jabour alone creates ‘value’ (whether in the 
sense of use-value or of exchange-value not always being made 
clear). But this was precisely why Marx regarded their theories, 
though suggestive, as inadequate; and as applied to Marx him- 
self it is a definite misconception. The analogy between capital- 
ism and earlier forms of society, as regards appropriation of a 
surplus by those contributing no productive activity, was for 
him an historical datum : an observation from social experience. 
It was this analogy with cases where appropriation of surplus- 
labour or surplus-product was plainly written in political terms 
or by virtue of legal enactment or military force, and was 
recognised as such, that he sought to emphasise by talking of a 
specifically capitalist form of exploitation. The specifically 
economic problem consisted, not in proving this, but in reconciling 
it with the law of value : in explaining how this could happen 
in the economists’ realm of competition and ‘unseen hand’ 
where everything exchanged at its ‘natural value^. In a popular 
vein in bis ValuCy Price and Profit^ he says: “To explaiti the 
general nature of profits, you must start from the theorem that, 
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©n an average, commodities are sold at their real values^ and that 
profits are derived from selling them at their values ... If you cannot 
explain profit upon this supposition, you cannot explain it at 
all.”* 

For such a purpose the the5ry of value as he found it in 
Ricardo was evidently highly Congenial . This placed Labour as 
human productive activity in the forefront and made it the basis • 
of explanation of exchange-value. It was quite natural that he 
should start expounding his theory of surplus-value in Volume i 
on the assumption tfiat things exchange at their values {i.e, 
proportionately to labour) : this was not only, for the purpose, 
a simple way of doing so, it was also a way of demonstra- 
ting the origin and persistence of surplus-value in the strong 
case. Moreover, it enabled the emergence of surplus-value, as 
well as the measure of it, to be firmly located in facts and rela- 
tions of production (by contrast, for example, with William 
Thompson’s ‘unequal exchanges’). That he was well aware of 
what he was doing, and of the limitations of this case as a ‘ first 
approximation’, is shown by his statement in Volume i: “If 
prices actually diverge from values, we must first of all reduce 
the former to the latter, in other words treat the difference as 
accidental in order that the phenomena may be observed in 
their pu Ity, and our observations not interfered \^th by dis- 
turbing circumstances that have nothing to do with the process 
in question.”! 

But in addition to its simplicity and appropriateness for his 
purpose, there was a formal reason why he should have con- 
centrated upon Values in terms of Labour, and hence trodden 

* Valuey Price and Profit^ by Karl Marx, cd. Eleanor Avcling (London, 1899) 
pp. 53-4. Italics in the original. 

t Capital, Vol. i, trans. Moore and Avcling (London, 1886) p. 144. An alternative 
way perhaps of explaining the approach would be to say with Oskar Laifge (in 
an early article) that “ Marx developed his theory of value first for an einfache 
Warenprodukt" [simple commodity production], later introducing the ** slight 
modification . . . unessential from his point of view*’ (‘Marxian Economics and 
Modern Economics’, Review of Economic Studies, Vol. ii, 1934-5, p. 198). It is to 
be noted that ‘sirftple commodity production’ implies producers owning their 
own means of production, so that while there will tj,e mobility of labour together 
with its means of production between different industries, there will be no 
separate ‘mobility of capital ’ in the modern sense. 
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closely in Ricardo’s footsteps. This is something that nearly all 
commentators on Marx seem to have missed, at any rate until 
quite recently. It will be clear from what has been said that the 
nature of his approach required him to start from the postu- 
lation of a certain rate of exploitation or of surplus-value (or 
profit-wage ratio in Ricardo’s terms) ; since this was prior to the 
formation of exchange- values or prices and was not derived 
from them. In other words, this needed to be expressed in 
terms of production, before bringing in circulation or exchange. 

How then to express the rate of surplus-value as initial 
datum? It would not have been satisfactory to express it in terms 
that were themselves relative to changes in the ratio itself. It 
could have been expressed, as we have seen that Ricardo 
initially did, in terms of a single commodity such as Corn, 
thus rendering it a product-rsLiiOy unaffected by changes in 
exchange-value or prices. Alternatively, if the notion had been 
invented by then, it could have been in something like Sraffa’s 
standard composite commodity of which we shall presently 
speak. But much better for his immediate purpose than a single 
commodity (because more generalised) was its expression in 
terms of Labour; as indeed Ricardo had done with his profit - 
wage ratio as determined at the margin of the wage-goods 
industry. Tfhe rate of exploitation could then be unambiguously 
expressed as a ratio between two quantities of (average) labour, 
as well as the source of surplus-value being simultaneously 
revealed. If things were exchanged in proportion to labour 
expended, changes in this rate could not per se affect relative 
exchange-values, nor could changes in the latter react upon the 
exploitation-ratio when represented in this way. The (Labour) 
Value category, or the ‘approximation’ of Volume i, thus 
embodied something essential that would otherwise have been 
lacking,* 

• To the view that the Law of Value was a 'first approximation ’ based on simpli- 
fied assumptions Professor Samuelson has retorted that “modern science and 
economics abound with simplifying first approximations, but one readily admits 
their inferiority to second approximations, and drops them when challenged** 
(The Collected Economic Papers of Paul A. Samuelson^ Vol. i (Cambridge Mass., 
1966) cd? J. E. Stiglitz, p. 348). This light-hearted retort might have some point 
where the 'first approximation’ contains nothing essential that cannot be ex- 
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In writing ^to-day, when economic analysis has become so 
exclusively quantitative in character, one should perhaps add 
this further comment^- if it does not lay superfluous emphasis 
on what has already been implied. While he was concerned no 
less than was Ricardo to exhibit the quantitative relationship 
between conditions o? production and actual exchange- values 
or prices (if only because otherwise a link would have been 
lacking between the analysis in value- terms in Vol. i and actual 
market phenomena), he was concerned at least as much to 
demonstrate the qtialitative, or relational, asjject of things, 
especially as regards income-distribution. He deemed this as 
crucial to understanding the specific character and functioning 
of the capitalist type of class society. He called it revealing the 
‘ hidden essence ’ and ‘ inner form ’ lying beneath the superficial 
‘outward disguises’ or ‘market appearance’ of things. This is 
what some have meant by saying that his theory has to be 
viewed as ‘e.onomic sociology’ and not only as economic 
analysis in the narrower and more modern sense of the term. 
Oskar Lange expressed something of the l^ind by saying that 
“the superiority of Marxian economics” lies in itfs “exact 
specification of the institutional datum distinguishing Capital- 
ism from the concept of an exchange economy in general”, 
thus permitting ‘'the establishment of a theory^ of economic 
evolution” which ordinary economic theory ignores.* This was 
certainly the main emphasis - and the signal contribution - of 
his analysis at the Value-level of Volume i. 

To conduct analysis within the category of Value involved* 
certain implicit assumptions of the same kind as Ricardo made 
at the beginning of his chapter on Value, but by him more 
quickly abandoned. These consisted in a uniformity in specific 
respects in the conditions of production of constituent iadustries 

piessed equally well and easily in other terms. But it ceases to do so when there 
is something in the first approximation which is lacking in later approximations, 
or cannot be expressed so easily in their terms {e.g. the first approximation may 
be a device /or emphasising and throwing into relief something of greater 
generality and less particularity). • 

Political Economy j pp. 196, 201. The words “cvehange economy in general*’ is a 
rendering oi' einf ache Warenprodukt referred to in an earlier footfiote (page 147) 
and more usually rendered as ** simple commodity production”. 
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or lines of production (alternatively one could speak of ignoring 
for the time-being the effects of lack of uniformity and focusing 
attention upon the global configuration - or yet again, referring 
to a situation where there was mobility of labour between 
industries but as yet no separate . mobility of capital in the 
modern sense). This uniformity can be'* expressed in terms of 
tJie capital-to-labour ratios,* or what Marx was to call ‘the 
organic composition of capital’, or alternatively (and differ- 
ently) by saying that all capital is assumed to consist of wage- 
advances to labourers, advanced in all lints of production for 
similar periods of time. f In modern terminology one could say 
that, since he was at this stage interested in the macroscopic 
picture, the general and overall pattern of distribution and 
exchange, he considered this degree of abstraction as both 
legitimate and appropriate. The minutiae of microscopic rela- 
tions, with their additional complications, including diver- 
gence of individual prices from values (which then, at the 
microscopic level, admittedly became important) were for him 
of secondary interestj and to be handled later. These he was 
content to treat, like Ricardo, as secondary modifications of the 
main principle. 

Marx’s answer to the question about reconciling surplus- 
value with tfee prevalence of the ‘law of value’ was fairly 
simple, once the problem had been posed, and the answer is 
to-day fairly familiar. It turned on a distinction to which he 
attached crucial importance, between labour and labour- 
• power. The latter he defined in Capital as “energy transferred 
to a human organism by means of nourishing matter” and as 
“the aggregate of those mental and physical capabilities exist- 
ing in a human being which he exercises whenever he produces 
a use-v?.lue of any description ”.§ The “nourishing matter” 

* This includes the circulation-periods of circulating capital and the durability 
of fixed capital. 

I In terms of Dmitriev’s equation cited above, page 1 1 7, this amounts to uniformity 
of the (*s. ^ 

J Provided, of course, that they werciof a kind and magnitude not to impugn the 
generalisations reached at the macroscopic level. 

§ Capital^ Vol. i (ed. Moore and Aveling) pp. 145, 198. He also spoke of “creation 
of value [as] transformation of labour-power into labour” {ibid,, p. 198). 
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•needed to replace the energy usedrup in work was the material 
input into human labour; and the possibility and dimensions 
of surplus-value depended upon the value of the former being 
less than the value ‘ created ’ as output by the labour it sustained. 
The difference between the tWb he spoke of as the difference 
between ‘necessary labour-tihie’ (the input) and the total 
labour-time actually expended in production.* It was com- » 
pletely analogous to Ricardo’s difference between “production 
and the consumption necessary for that production”. What 
established, and maintained, the difference - and it was here 
that the crucial historical or institutional datum came in - was 
the existence of a proletariat, dispossessed of land or other forms 
of property and hence completely dependent for a livelihood 
upon the sale of labour-power for a wage. (Perhaps one should 
add to this as a condition of existence, not merely a sufficiency, 
tut an actual surplus of labour-power beyond the amount 
purchased and employed.) “The historical conditions of its 
[Capital’s] existence'', Marx writes, “are by no means given 
with the mere circulation of money and commodities. It can 
spring into life only when the owner of the means of production 
and subsistence meets in the market with the free labourer 
selling his labour-power. ’'f Labour-power, in other words, had 
itself to become a marketed commodity, and consistently with 
the competitive ‘rules of the game’ to sell at its value. J What 
Marx called the ‘rate of surplus- value’ (the ratio of the surplus- 

♦ The question could here be asked: if one is speaking of inputs creating more of 
themselves as output than is needed for their own replacement, and treating this 
as foils et origo of surplus product, why should this not be the case also with other 
inputs than labour: in which case why should special significance be attached 
to a difference of this kind in connection with labour ? The answer (as reflection 
will show) is that when one is speaking of a surplus-i'o/ue as a category of income- 
distrihutioTiy a difference attaching to labour as an input is a necessary condition 
for such a result. Professor M. Morishima (Marx's Economics: A Dual Theory of 
Value and Growth (Cambridge, 1973)) has put the matter thus: “ exploiUftion of 
labourers by capitalists is a necessary and sufficient condition for the existence 
of a set of non-negative prices and the wage rate yielding positive profits in every 
industry”, and calls this “the Fundamental Marxian Theorem”, 
t Ibid., p. 148. ' 

} In the popular lecture reprinted as Wage-Labour and Capital (London, 1933, 
pp. 26-7) he spoke of the ‘‘cost of production of labour-power” and of ‘‘the cost 
of the existence and propagation of the worker” 'as “setting the r^inimum of 
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value to the wage-advance, jor to the purchase-price of labour- 
power) depended, when viewed on a global Scale, upon the 
reciprocal of the proportion of the total labour-force required 
to produce subsistence for that labcfur-force. This was the 
crucial exploitation-ratio which lay at the* base both of the 
structure of income-distribution* (and especially distribution 
between propertied and propertyless) and of the structure of 
relative prices. The result, we repeat, was to make income- 
distribution an historically-relative product of a given set of 
historical or institutional conditions. 

Not uncommonly this has been dismissed, in company with 
Ricardo’s theory, as depending upon a subsistence theory of 
wages, and hence on something which can no longer be enter- 
tained.* Two things can be said about this. First, just as Ricardo 
had done, Marx made it plain that he did not intend the ‘value 
of labour-power’ in the sense of purely physical subsistence: 
into the practical definition of what was deemed ‘necessary’ at 
any time and place there entered an “historical and moral 
element”.! In the same way, for trained or skilled labour - 
“labour-power pf a special kind . . . a special education or 
trainirtg is requisite, and this, on its part, costs an equivalent in 
commodities of greater or less amount. The amount varies 
according to the more or less complicated character of the 
labour-power. The expenses of this education . . . enter pro 
tanto into the total value spent in its production.”! It is clear, 
therefore, that Marshall’s “conventionally necessary ”§ ele- 

* Prof. N. Kaldor, for example, in his Pekin lecture of 1956, held that “the 
Marxian scheme operates. . .in the early stages of capitalist development” 
only (‘Capitalist Evolution and Keynesian Economics’, Essays on Economic 
Stability and Growth (London, 1 960) pp. 243-58) . 
t CapilalyVo\\v (trans. Moore and Avcling) p. 150. To this he adds the words: 
“in contradistinction to the case of other commodities”. “The number and 
extent of his so-called necessary wants, as also the modes of satisfying them, are 
themselves the product of historical development, and depend therefore to a 
great extent on the degree of civilisation of a country, more particularly on 
the conditions under which, and consequently on the habits and degree of com- 
fort in which, the class of free labourers has been formed” (citing Torrens and 
Thornton). The same point is emphasised iq his popular lecture. Value, Price and 
Profit, ed. Eleanor Aveling (London, 1899) pp. 85-8). 
t Capital, Vol. i, pp. 150-1. 

§ A. Marshall, Principles of Economics, 7th cd. (London, 1916) p. 70: things such 
that “in-order to obtain them the average man and woman will sacrifice some 
things which are necessary for efficiency”. 
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iments are included here; and one could as well use his term a 
‘supply-price’* ** theory of wages as being implied in some form, 
rather than a strictly subsistence theory. Secondly, Marx 
clearly had in mind initially a ‘pure’ labour market, character- 
ised by perfect competition itnd individual bargaining. He 
fully admitted, however', that* the price of labour-power could 
rise above (or alternatively in special circumstances be depressed » 
below) its value, not only temporarily but also permanently to 
the extent that conditions of a ‘pure’ market for labour-power 
were modified or disUn bed. In this connection he treated collec- 
tive bargaining by trade unions as a potential fy important 
modifying influence, and spoke of “every combination of 
employed and unemployed” in trade unions as “disturb[ing] 
the ‘harmonious action’” of the law of supply and demand.* 
In a situation of general collective bargaining, to become 
characteristic of advanced industrial countries in the ensuing 
century, a new institutional clement admittedly entered in; the 
influence of which would need to be included in order to 
postulate the rate of surplus-value. f 
To this it should be added that a key role was occupied in all 
his thinking about surplus-value by the so-called ‘industrial 
reserve army’. Whereas Ricardo’s theory of wages depended 
upon Malthus’s law of population - upon the assumption of a 
highly elastic labour-supply for Malthusian reasons - Marx 
strongly repudiated this, and relied instead on the chronic 
existence, and periodic re-creation (by labour-saving technical 
innovation prompted by any tendency for rising wages to 
encroach on surplus- value), of an unemployed reserve of 
surplus labour. This was “a law of population peculiar to the 

• Capital^ Vol. i (trans. Moore and Avcling) p. 655. This qualification, which 
comes at the end of the section where * absolute impoverishment’ is elabbrated, 
seems to have been overlooked by most commentators. In his argument against 
‘Citizen Weston* from which we have already quoted he maintains that workers 

** ought to combine and struggle for a rise of wages” and within certain limits 
can be successful {Value, Price arid Profit, p. 12). 
t For formal purpl>ses one might then have to stipulate a certain real-wage level 
(or a certain share of surplus-value accruing to the wage additional to the 
* value of labour-power’}. Qf, remarks below, page 262 on a device adopted by 
Sraffa. 
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capitalist mode of production’*.* This it was that performed thp 
crucial function for the system of restraining the tendency of wages 
to rise in face of advancing capital accumulation,! and provided 
the answer to the question : if there is a- difference between the 
value of labour-power and of«its product, vv^hy does this not 
disappear in the long-term with«tiic progress and expansion of 
^the system itself? A situation in which surplus labour dis- 
appeared, and full employment prevailed, would be one of 
extraordinary instability for the capitalist mode of production 
and one that it might well be unable to siirvive.J 

Having cliuiiciatcd his theory of surplus-value as arising 
from the difference between the value of labour-power itself 
when sold as a commodity and the value of its product, Marx 
proceeded to classify ways of increasing the rate of surplus- value 
into two broad types. The one, which retained some potential 
importance, at least, in the mid-nineteenth ccntui-y and which 
he termed increase of Absolute Surplus-Value, consisted of a 
lengthening of the working day (or week), whereby ‘surplus 
labour-time’ of the existing labour force was enhanced both 
absolutely and relatively to ‘necessary labour-time’ (spent in 
replacement of the value of labour-power, or the wages-bill). 
The other he called increase of Relative Surplus-Value, and 
consisted iq reduction of ‘ necessary labour- time ’ as a proportion 
of total working-time, mainly as a consequence of raised labour- 
productivity in the wage-good sector of production. It is to be 
noted that only improvements in productivity in the wage- 
goods sector will have this effect; improvements in productivity 
elsewhere merely reducing equivalently the value of their 
product and leaving the value of labour-power itself un- 
changed.§ Although, unlike Ricardo, he was not a believer in 

* Capital^ Vol. i, p. 645. He adds: “In fact every special historic mode of produc- 
tion 'nas its own special laws of population, historically valid within its limits 
alone. An abstract law of population exists for plants and animals only, and only 
in so far as man has not interfered with them.” 
t By means of it “the rise of wages is confined within limits that . . , leave intact 
the foundations of the capitalist system** {ibid,, p. 634). 

1 Unless by introducing some fo^’m of servile ‘Corporate State’, or at the least 
legal wage-control. 

§ Cf.\ “The general rate of surplus-value is, therefore, ultimately affectad by the 
whole process, only when the increase in the productiveness of labour has seized 
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•diminishing returns as a long-run tendency (in the historical 
sense), it may have been the fact that agriculture bulked so 
large in the wage-goods sector, and in his day was subject rela- 
tively little to the march of modern industrial methods, that 
caused him to give relatively tittle weight to this tendency in 
certain contexts {e.g. falling profit-rate) where one might have 
expected him to give more. 


HI 

It is not until his third volume that Marx comes to the quali- 
fications introduced by varying ‘compositions of capital* as 
between industries (also of what he terms the ‘ turnover-period 
of variable capital’).* This he deals with by introducing the 
category of ‘Prices of Production’, which diverge from the 
‘Values’ of the Volume i analysis because of the need for an 
equal profit-rate on capital - which he dubbed facetiously 
“unconscious apitalist communism”, and without which 
capital would tend to migrate from industries of low profit-rate 
to industries of higti profit-rate, until, by virtue ot tlic competi- 
tion thereby engendered, the requisite equality was achieved. 
It follows that the rate of surplus-value (or ratio of surplus- 
value to the wage-bill) is no longer uniform between industries. 
He has earlier introduced his own distinction bctw(^n Constant 
Capital and Variable Capital as overriding the traditional 
distinction between Fixed and Circulating; the Variable being 
the capital advanced as wages in the direct purchase of labour- 
power, the Constant being what is invested in commodity- 
inputs, whether serving as once-for-all inputs like raw materials, 
fuel and components, or as durable instruments and structures 


upon those branches of production that are connected with, and has cheapened 
those commodities that form part of, the necessary means of subsistence, and are 
therefore elements of the value of labour-power ” {ibid., p. 308). 

• Marx had previously (Vol. ii, trans. E. Untermann, Kerr ed. (Chicago, 1925) 
pp. 336 seq.) made a distinction'between the ‘simple rate of surplus- value ’ (rate 
of surplus to wa^s expended during a single cycle of production) and the ‘ annual 
rate*, which was equal to the former multiplied by the number of times that 
variable capital expended as wages turned over in the course of the^car. It was, 
of course, the latter that was relevant to the formation of the annual rate of 
profit {cf, also Vol. xii, trans. Untermann, Kerr ed. (1909) pp. 87-91). 


6 -a 
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usually classed as fixed capilul. (The actual dividing line be-' 
tween the two types of capital will manifestly depend on the 
degree of vertical integration in industry.) Whereas the rate of 
surplus- value was denoted by sjv^ the rate of profit was sl{v -f c ) ; 
writing v and c for variable and constant capital respectively.* 
The ratio cfv was called the organic 'composition. Prices of 
Production were defined by Marx as the Cost-Price (equal to 
the wage cost plus the elements of constant capital entering into 
output)! plus the ax'crage or normal rate of profit on the capital 
employed.! ^ 

It can be seen to follow that, given the simple rate of surplus- 
value or the exploitation-ratio of which we have spoken, the 
rate of profit will be higher the shorter the period ol turnover of 
the variable capital, and will be lower the higher is the ratio of 
the constant to the variable capital, or the ‘composition of 
capital*. The Ibrmer is evidently equivalent to Ricardo’s 
‘durability of circulating capital’ and the latter to his ‘propor- 
tions of capital’ and ‘durability of fixed capital'. § The result 
was that where .the composition of capital was above the 
generaPaverage (and/or the turnover of variable capital below 
it) competition in the form of ‘migration’ of capital would 
cause prices of production to be in excess of values, aud con- 
versely in the opposite case. Whereas Ricardo had expressed 
the effect of different proportions and durabilities of capital in 
terms of the. differential effect on prices of a rise of wages, Marx 

* CJ. “the surplus-value measured by the variable capital is called the rate of 
surplus-value. 'Che surplus-value measured by the total capital is called the rale 
of profit . . . The rale of profit may remain unchanged and yet express difierent 
rates of surplus-value ” {Capital, Vol. iii, trans. Untermann, Kerr cd. (Chicago, 

* 909) P- 55 )- 

t In the case of durable elements it was, of course, the 'used-up*, or depreciated, 
part only of this slock that entered into Cost-Price. 

} Ibid.tp. 186. 

§ As a matter of fact, for most of his exposition of Prices of Production Marx 
ignored the effect of the latter by using a ‘working capital model’ and adopting 
the simplifying assumption that the constant capital turned over once in each 
year (a common classical assumption, as S/affa has pointed out), ibid., 
p. 183: “we assume for the sake of simplicity that the consta,nt capital is trans- 
ferred everywhere uniformly and entirely to the annual products of the capitals 
named”. Three pages below (p. 186) he emphasises that in calculating prices of 
production the rate of profit must be calculated “on the total capital invested 
(not merely consumed) 
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expressed it in terms of divergence ot prices ot production m 
individual cases from values.* 

It is in the same context, and immediately following (in 
Part HI of Volume in/ that Marx gives his own answer to the 
classical problern of the so-calted tendency of the rate of profit 
to fall. Around this answer tnuch discussion has gathered, as 
well as variety of interpretation, both as regards the long-term 
dynamic movement of the system and the interpretation of 
periodical economic crises. If differences in the organic com- 
position of capital . between industries were re.sponsible for 
‘redistributing’ surplus-value between industries m proportion 
to capital, it seemed reasonable to suppose that changes in this 
composition over time could account for long-run changes in 
the rate of profit. In place of Ricardo’s resort to diminishing 
returns, Marx substituted the effect of technical change in 
raising the ratio of constant to variable capital, in particular 
of fixed capit.s^ to wage-labour, thereby lowering the rate of 
profit that a given rate of surplus-value could yirld. Having 
said this, he proceeded to list a number of ‘counteracting 
causes’, including an increase in ‘relative surplus-value’ 
(consequent on improved productivity in wage-goods indus- 
tries) and ‘cheapening of the elements of constant capital’ 
itself. Apart from the latter, there is no hint that jhc progress 
or technique could result in what to-day arc called ‘capital- 
saving’ inventions as well as ‘labour-saving’ (in the nineteenth 
century it would seem that the bias of technical advance was 
towards the latter) ; nor is there any statement about the 
anticipated relative strength of ‘tendency’ and ‘counter- 
tendencies’./ It seems probable that Marx, in common with 
other economists of the early and mid-nineteenth century, 

♦ Price of production “is, as a matter of fact, the same thing which Adai^ Smitli 
calls natural price^ Ricardo price nf production or cost of production, and the physiocrats 
prix necessaire, because it is in the long run a prerequisite of supply “ {ibid., p. 233; 
italics in original). 

t Merely the rather vague statcm*cnt that “the rise in the rate of surplus-value . , . 
docs not suspend the general law. But it causes this law to become more of a 
tendency, that is, a law whose absolute enforcement is checked, retarded, 
weakened by counteracting influences” {Capital, Vol. 111, trails. •Untermann, 
Kerr ed. (1909) p. 275). 
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assumed that this was an actual trend for which an explanation 
was called for; and treated it as such rather than as a dogmatic 
forecast for the future. Whether or not he assigned to it in his 
mind a significant place as a contributory factor in the causation 
of periodic crises seems to be an open question. He had already 
said that at times when capital accumulation outruns the 
Supply of labour-power, reducing the industrial reserve army to 
a low level (as tends to happen in a boom), investment tends to be 
arrested until the upward pressure of wages upon profits is relieved ; 
which suggests that hemight wellhaveconsidered this tobeasuffi- 
cient, as well as more plausible, reason for the halting of a boom. 

It was Marx’s ‘admission’ (as critics called it) in Volume iii 
that exchange under capitalism normally took place at Prices 
of Production that was seized upon by Bohm-Bawerk and 
hailed as the ‘Great Contradiction* on which the Marxian 
system foundered.* Referring to Volume in, he declared: “1 
see here no explanation and reconciliation of a contradiction, 
but the bare contradiction itself. Marx’s third volume contra- 
dicts the first. The theory of the average rate of profit and of 
the prices of production cannot be reconciled with the theory of 
value. This is the impression which must, I believe, be received 
by every logical thinker.’’ He concludes: “I have no manner 
of doubt. Tl;^e Marxian system has a past and a present,T)ut no 
abiding future.”! qpite true that Marx never satisfactorily 
demonstrated how these Prices of Production were related to 
or ‘derived’ from Values; and without such a demonstration 
there was no logical ground for declaring that the former were 
determined by the conditions of production and the social 
relations of production that he had dealt with in Volume i. 
Indeed, the arithmetical examples that he uses to show the 
conneption are unsatisfactory, since the transformation into 
Prices of Production is only applied to outputs, and not to 
inputs (whence it follows that he uses the same rate of profit as 
in the value situation) . Although Marx shows awareness of the 

f 

• j^um Abschluss des Marxschen Syslentf 1896; Eng. trans. by iUicc M. Macdonald, 
Karl Marx and the Close of his System (London, 1896J. 
t Ibid., pp. 64, 218. 
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^ncompletenesj of his own solution and hints at the real nature 
of the problem, he nowhere improves on these examples* - 
possibly because of the incompleteness of the manuscript of 
Volume III, which he never succeeded in finishing, let alone 
rewriting. Moreover, he se^nis to maintain both that total 
prices will equal total ^values* and that total profit will equal 
total surplus-value: two conditions that are incompatible save* 
in exceptional circumstances. | 

Subsequent discussion of the ‘Transformation Problem’ (as 
it has come to be Called) has shown, however, that Bohm- 
Bawerk’s lucid polemic was too superficial to grasp the essence 
of the problem (which he seems to have imperfectly under- 
stood), and that Values and Prices of Production do not 
necessarily stand in contradiction even if they are contrasted. 
The latter, in other words, are derivable from the former (or 
from the conditions of production, including the labour- 
expenditures ui vJneh Values are the expression, plus the 
crucial exploitation-ratio). But since both inputs, including 
labour-power, and outputs have to be transformed into price- 
terms, and hence in all probability the rate of profits will be 
affected, J these have all to be determined simultaneously and 

* Cf. Marx, Capital^ Vol. iii, p. 194: “Now, the price of production of a certain 
commodity is its cost-nrice for the buyer, and this price may pass into other 
commodities and become an element of their prices . . , There isftilways a possi- 
bility of error, if we assume that the cost-price of the commodities of any par- 
ticular sphere is equal to the value of the means of production consumed by it ”Cf. 
also Theorienuber den Alehrwert, Vol. iii, cd. Kautsky (Berlin, 1923) pp. 200-1, 212. 
t Capital, Vol. iii, pp. 185 seq. Different authorities have stressed equality of dif- 
ferent relationships between the valuc-.situation and the price-situation as being 
more essential to Marx’s pur}X)sc. Professor Meek, for example, suggests that 
what Marx wished to emphasise was that “after the transformation of values 
into prices the fundamental ratio upon which profit depended could still be 
said to be determined in accordance with the Volume i analysis” - namely the 
ratio between total output and total wages: an equality which is fulfilled when 
“ the organic composition of capital in the wage-goods industries is equal to tl^e social 
average ” (Meek, Economics and Ideology and Other Essays, p. 1 54) . Cf, also A. Emman- 
uel, Unequal Exchange, trans. Brian Pearce, London, 1972, pp. 390 seq. It would 
seem, however, that the possibility of fulfilling any such particular condition is 
of secondaryimportance to that o# deriving price-relations in general from value re- 
lations, or the vaj^e-situation. Given the latter, docs the former essentially matter ? 

{ The exceptions to this are when there is no constant capital in the wage-goods 
industry, only variable (i.e. the simple Ricardian case), and the rate of profit 
in the price situation is equal to the rate of surplus-value, and also the case 
referred to by Professor Meek in the previous footnote. 
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interdependently, Le. by solving a set of simultaneous equations. 
The first to demonstrate the possibility of this, adapting equa- 
tions of Dmitriev (to whom we referred above), was Bortkicvicz. 
Bortkievicz used a three-sector model; one sector producing 
wage-goods, another elements cf constant capital and the third 
luxury goods consumed out of surplus- value. On the assumption 
,of static conditions with zero net investment (Marx’s ‘simple 
reproduction’), it followed that the supply of output from each 
sector or department of industry must equal the demand for it 
arising from the sum of the relevant incomes generated in the 
three departments (in his tables the sum of the columns must 
equal the sum of the relevant rows; e.g. total price of wage- 
goods equal to the sum of the wages paid in all three sectors). 
A curiosity of his solution which has occasioned some discussion 
is that it exhibits the rate of profit as depending exclusively on 
the production-conditions (in particular the composition of‘ 
capital, given the rate of surplus-value) in the sectors producing 
respectively capital-goods and wage-goods. The circumstances 
of the third sector producing luxuries for capitalist consump- 
tion are irrelevant (“The rate of profit, given a certain rate of 
surplus'^-value, depends exclusively on the organic composition 
of the capital in Departments i and ii”). Bortkicvicz proceeds 
to claim that “this result is hardly surprising from the point of 
view of thecthcory of profit which secs the origin of profit in 
‘surplus-labour’”,* and that it lends support to what, following 
Adam Smith, he calls a “deduction theory” of profit. “If it is 
indeed true that the level of the rate of profit in no way depends 
on the conditions of production of those goods which do not 
enter into real wages, then the origin of profit must clearly be 
sought in the wage-relationship and not in the ability of capital 
to increase production. For if this ability were relevant here, 
then it would be inexplicable why certain spheres of production 
should become irrelevant for the question of the level of profit.”! 

• Appendix to Karl Marx and the Close of his System by E. von Bohm-Bawerk und Bohm- 
Bawerk's Criticism of Marx by Rudolf Hilferding, cd. Paul M. Sweezy (New York, 
1949) p. 209. 

t L. von Bortkicvicz, ‘Value and Price in the Marxian System*, Irdemational 
Economic Papers^ No. 2, p. 33. In this case luxury goods are what Mr $raffa (as 
w. shall sec below) calls “non-basics**. 



KARL MARX 


i6i 

• Actually there is here a close parallel with Ricardo, who, as 
we have seen, treated Profit as determined exclusively by con- 
ditions in the wage-goods industry (agriculture). Since Ricardo 
neglected fixed capital so far as production of wage-goods was 
concerned, and treated cagits^l as consisting exclusively of 

• wage-advances’ (Marx’s ‘variable capital’), the rate of profit 
in his treatment of it was derived from the conditions of the » 
wage-goods sector alone and was identical in this case with the 
rate of surplus-value. 

It is intuitively obvious, I think, that Bortkievicz’s demon- 
stration could be extended from three sectors or industries to 
any larger number of industries. Since his day, a formal proof 
that it is so extensible to the n-industry case has been afforded 
by Dr Francis Seton; with the conclusion that this shows the 
‘logical superstructure” of Marx’s theory to be ‘'sound 
enough”.* A similar demonstration is also implicit in the 
equations of Srar^, whereby prices are derived from conditions 
of production (in the shape of listed quantities of all the inputs, 
including labour-power, requisite for producing n outputs) of 
which we shall presently speak in more detail. f 

Discussion of this question, as of the formal structure of his 
theory generally, has remained, indeed, somewhat restricted, 
even recondite; and for the most part it has evoked little interest 
(or even awareness) among Marx-disciples and interpreters. 
Discussion among the latter has mainly been confined to what 
Marx had to say on the subject of economic crises - to this and 
an extension of such ideas to internationaf relations in the shape 
of export of capital and imperialism. For this reason some 
mention, at least, of the background of such discussion seems 
called for here, although it falls outside our (self-imposed) terms 
of reference. 

• F. Seton, ‘The Transformation Problem*, Review of Economic Studies, Vol. 24, 

1956-7, pp. 14^0. (This wnter at the same ume expresses disagreement with 
the characterisation of profit as fixiit of exploitation.) This solution had, indeed, 
been anticipated l^y Kenneth May, ‘The Structure of Classical Value Theories’, 
Review of Economic Studies, Vol. 17, No. 42, 1949-50* PP- 60-q, who speaks of the 
transformation problem as “merely a formal ma!tt“j **, and at the same time 
points out that it “is not solvable in terms of aggregates alone” [e.g. the three- 
sector case). t Sec pages 259-60. 
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It is towards the end of his second volume, before he has 
yet come to the question of price and value, that Marx develops 
his notion of the two main departments of industry and his 
analysis of the structural relations bet\Veen the two. This has 
attracted considerable attentiori in connectioh with the causa- 
tion of periodical crises, as it hus alsq more recently in con- 
•nection with the structural relations of economic growth (the 
Feldman-model and the like). This analysis begins with the 
case of “simple reproduction” (zero net investment), less for 
its own sake than as prolegomenon to the study of “expanded 
reproduction” where a part of surplus- value is devoted to the 
enlargement of one or other, or both, of the two departments. 
In the former case the stated condition of equilibrium is that 
the constant capital of Department ii (producing consumers’ 
goods) is equal to both the variable capital (or, rather, total 
wage-bill of the period in question) and the surplus-value ot* 
Department i (producing means of production, or capital 
goods). The stated condition for expanded reproduction was 
analogous but less simple {e,g. distinction has to be made in 
each department between the consumed part of surplus-value 
and the invested part, and in the latter between what is 
invested as variable capital and as constant).* The statement 
of these conditions has been taken by some (e,g. Tugan- 
Baranowski) as providing an answer to ‘underconsumptionists’ 
like Malthus or Rodbertus, and as implying that there is no 
crucial obstacle, at least, to continuous capital accumulation, 
and that if crises occur they must have the character of ‘dis- 
proportionate ’ development of the two sectors. Marx evidently 
thought, however, that any such ‘equilibrium’, although con- 

* Cy. Marx, Capital, Vol. ir, pp. 591 seq.\ also Oskar Lange, Introduction to Ecoruh 
metrics, 2nd cd. (Warsaw and London, 1962) pp. 214-18, where the condition 
is stated as C^ + m^ = 4- -H where the subscript-numbers represent 

Departments i and ii respectively, m represents surplus-value consumed and 
m„ and surplus-value invested in variable and constant capital respectively. 
Professor Lange emphasises the connection , between this schema and that of 
Lcontief, and suggests that “Leontief’s analysis . . . most likely came intp being 
historically under the influence .of the Marxian theory of reproduction gnd the 
practice of material balances in the Soviet Union” (ibid., p. 218). (A minor 
limitatiort of Marx’s arithmetical examples as they stand is, of course, ttot the;' 
are expressed in terms of value not of price.) 
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(livable, was unlikely to be achieved in reality save by “an 
accident’’;* and pointed to a number of reasons that would 
preclude such an equilibrium from being achieved, or alterna- 
tively cause it periodically to be ruptured- There were, how- 
ever, those among his disciples* like Rosa Luxemburg, who 
criticised his treatment 'of these schema, declaring that this 
gave too little weight to the problem of “realisation” of 
surplus-value, in the sense of realisation by sale on a market, 
and that this represented a chronic threat to the process of 
‘expanded reproduction’ in the absence of the external impetus 
provided by new (and continually expanding) market- 
outlets. | Curiously, there is a hint, in some very condensed 
passages towards the end of Volume ii (so condensed as to have 
little more than the form of notes), that Marx may have 
envisaged something of this kind. What he says, however, 
refers (apparently) to expanded reproduction at an increasing 
rate, and not at ' onstant rate (although if the former is 
impossible, one could ask how expanded reproduction ever gets 
started in the first place). In such a case he poses the question 
as to how the capitalists in the industries producing consump- 
tion goods, who previously found a market in consumption out 
of surplus- value, can dispose of their output; and if they cannot 
realise their surplus-value in money form, how will they be able 
to continue the investment-process? If they cannot do so, the 
demand for means of production will in turn be curtailed (or at 
least fail to expand as anticipated). The answer to the riddle, 
which is reserved for the last paragraph 6f Volume ii (where 
the manuscript apparently breaks off), is that the increase in 
investment can only occur so far as the now-redundant con- 
sumption goods are exported in exchange for new gold from 
the gold producers. J It seems evident that an export-su^jplus 

• Marx, Capital^ Vol. n, p. 578: “These conditions become so many causes of 
abnormal movements, implying the possibility of crises, since a balance is an 
accident under the crude conditiems of this production.” 
t Cf, in this connt^tion Kalccki’s demonstration that Harrodian equilibrium- 
growth is continually tending to collapse towards zero-growth, referred to on 
pages 233-3. For his comments on the Tugan-Baranowski versus Luxemburg 
debate cf. M. Kalecki, Selected Essays on the Dynamics of the Capitalist Economy^ 
^933-^970 (Cambridge, 1971), pp. 14^55- + Capital, Vol. u, pp. 595-6, 610. 
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financed by export of capital would perform a similar function. 
But in the absence of either kind of export-surplus an impasse 
of the kind envisaged by Rosa Luxemburg would seem to remain. 

In this connection it must be remembered that Marx himself 
decisively rejected what camfc to be known as ‘Say’s Law’; 
emphasising that the circulation-process of C-M-C (Com- 
modities-Money-Commodities) - or rather, as he substituted 
for this, M-C-M\ where Af ' > M - was not an automatically 
continuous flow, but was always liable to be arrested by a 
hoarding of M instead of reconverting it into C {i.e. a temporary 
increase in saving-propensity, or liquidity). That he was not 
blind, at any rate, to the ‘realisation’ aspect is shown by his 
statement: “The conditions of direct exploitation and those of 
the realisation of surplus-value are not identical. They are 
separated logically as well as by time and space. The former are 
only limited by the productive power of society, the latter by 
the proportional relations of the various lines of production and 
by the consuming power of society.” To this he adds that “the 
market must, therefore, be continually extended.”* 

Volumes ii and m, as we have said, were never completed, 
still less revised and rewritten, during his lifetime, although they 
had been drafted originally in the middle 1860s {i.e. before the 
completion and publication of Volume i). On his death in 1883 
they existed only as unfinished drafts and notes, which Engels 
faithfully pieced together and published. Volume ii in 1885 
and Volume ui in 1894. In his Preface to Volume ii Engels 
spoke of this material as “fragmentary” and incomplete, “not 
polished as to language” but composed in “the language in 
which Marx used to make his outlines, that is to say his style 
was careless, full of colloquial, often rough and humorous, 
expressions and phrases . . . The thoughts were jotted down as 
they developed in the brain of the author ... At the conclusions 
of chapters there would be only a few incoherent sentences as 
milestones of incomplete deductions.” “And finally”, Engels 
adds for good measure, “there was the well-kn<J\vn handwriting 
which Marx himself was sometimes unable to decipheil:.” 

• Capital, Vol. iii, pp. 286-7. 
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• There was also to have been a fourth volume, to consist of all 
his notes for a critical history of economic thought.* But Engels 
did not live to complete^ the editing of it. It was later put to- 
gether by Karl Kautsky under the title of Tkeorien ilber den 
Mehrwert in 1905. Although pvil^ishcd in a French translation 
in eight separate parts ift 1924-5, it was not to appear in an 
English translation during the first half of the present century. | 
The manuscript of this work was to pass into the liands of the 
Marx-Engcls-Lenin Institute in Moscow, which, critical of 
Kautsky’s editing and* arrangement, published its gwn edition 
of the work in the course of the i950s:J of this an English 
translation has been in course of preparation, of which at the 
time of writing two (out of three) parts have appeared. 

• Consisting of an ms of more than i4(>o quarto pages, written between August 
\8Gi and June 1863 (according to Engels), 
t Certain selected parts of the Kautsky edition (principally on the Physiocrats, 
Adam Srnilli and Ricanlo), however, appeared in English under the title, 
Theories oj Surplus i'alue. SeltchonSy trans. by G. A. Bonner and Emile Burns 
(London, 1951). 

i The first part, published by Dietz Vcrlag, Berlin, was dated 1956. The English 
translation is in course of publication in London by Lawrence and Wishart. 
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Jevons completed that reaction against Ricardo of which we 
have earlier spoken, as is implied by common association of a 
revolution in economic thought with his name;* and although 
Menger could be said to have represented this break with 
classical tradition even more clearly and completely, Jevons was 
apparently more conscious of the role he was playing in 
reshunting the “car of economic science” which Ricardo had 
so perversely directed “onto a wrong line”.f The appearance 
of his work only a few years after the first volume of Das Kapital 
makes it tempting to regard the former as a direct answer to the 
latter, prompted as much by contemplation of this latter-day 
progeny of RicardoJ as the innovations of the Senior-Longfield 
school had beenrby the more jejune conclusions of the ‘ Ricardian 
socialists’. But there is no evidence that Jevons had this con- 
sciously in mind, or even that he was aware of Marx’s work: 
since the latter was published somewhat obscurely in Hamburg, 
it is highl; unlikely, indeed, that Jevons had come across it, 
and at any rate Jevons’s main ideas were formed at least ten 
years earlier (probably during his years in Australia) and 

♦ Stigler, not too felicitously, calls him ” the forerunner of neo-classical economics 
while at the same time estimating Menger’s theory as “greatly superior to that 
of Jevons” (G. J. Stigler, Production and Distribution Theories (New York, 1946) 
PP* 13, *35)- 

t Preface to the and edition (1879) of his Theory of Political Economy. Jevons was 
particularly averse to Mill, not only to his economics but also to his ideas on 
logic. Keynes speaks of the “violence ofjevons's aversion to Mill, pursued almost 
to tiie point of morbidity”. (Essays in Biography, New cd. (London, 1951) p* 291*) 
{ Cy*. John Maurice Clark: “The marginal theories of distribution were developed 
after Marx; their be2uring on the doctrines of Marxian socialism is so striking as 
to suggest that the challenge of Marxism acted as a stimulus to the search for 
more satisfactory explanations. They undermine the basis of Marxian surplus 
value doctrine by basing value on utility instead of on laboiur cost and furnish a 
substitute for all forms of explditation doctrine, Marxian or other, in the theory 
that all. factors of production . . . receive rewards based on their assignable 
contributions to the joint product *’ (* Distribution ' in Entyclopaedia of Sodal Sciences, 
1931 ; reprinted in Readings in Income Distribution (Philadelphia, 1946) ,pp. 64-5). 
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smbodied in a paper to the British Association in 1862. With 
the Austrians il was different, especially in the case of Wieser 
and Bohm-Bawerk, who was not only fully aware of the work 
of Marx as well as of tHe social backwash of Lassallean propa- 
ganda, but was e>?en in some d^ree obsessed with its potential 
appeal. The simultaneiity of dhtes of publication of these new 
and parallel ideas that were to give a novel character and • 
direction to economic thought in the final quarter of the 
century has often been remarked upon and is quite striking. 
Jevons’s Theory of Political Economy appeared in 1871 and Carl 
Menger’s Grundsdtze in the same year; Walras’s Elements in 
1874.* The work of Wieser and Bohm-Bawerk belongs to the 
ensuing decade of the 1880s. Of their joint innovations Professor 
Shackle has said: “The 40 years from 1B70 saw the creation of 
a ^ Great Theory or Grand System of Economics, in one sense 
complete and self-sufficient, able, on its own terms, to answer 
all questions wL'ch those terms allowed ... In its arresting 
beauty and completeness this theory . . . seemed to derive from 
tliese aesthetic qualities its own stamp of authentication and 
an independent ascendency over men’s minds. • 

Speaking at a general level, one can say that this shift in 
structure and perspective of economic analysis had two main 
aspects. First, as regards causal influences and de^rminants, 
emphasis shifted away from costs incurred in production, and 
hence l*ooted in circumstances and conditions of production, 
towards demand and to final consumption; placing the stress 
on the capacity of what emerged from the production-line to 
contribute to the satisfaction of the desires, wants, needs of 
consumers. From this shift of emphasis derived a certain indi- 

• Walras spoke in the Preface to his 4th edition (of 1 900) of “ the theory of exchange 
based on the proportionality of prices to intensities of the last wants satisfied** 
as having been “evolved almost simultaneously by jevons, Menger and myself* 
p. 44). One should not, of course, omit to mention H. H. Gossen of 
much earlier date: namely his work of 1854 of which something will be said 
below. Jevons in the Preface to hi^own 2nd edition was to acknowledge Gossen 
handsomely as having ** completely anticipated me as regards the general 
principles and mcUiod of the theory of Economics*' (2nd cd. London, 1879, 
p. xxxv) ; while Walras also paid a tribute to him in an article in thejownal da 
in 1885. * 

t G. L. S. Shackle, 7 %# Tars qf High Thsay (Cambridge, 1967) pp. 4-5. 
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vidualist or atomistic bias of modern economic thought - 
preoccupation with micro-analysis of individual market- 
behaviour and action and the rooting of economic generalisation 
in such micro-phenomena. It is a familiar fact that this was 
rendered intellectually possible bv discovery {via application of 
the differential calculus) of the notion of marginal increments 
of utility -Jevons’s ‘final degree of utility’ - which overcame 
the obstacles that others, wishing to stress the importance of 
Smithian use-value, had encountered in relating use-value and 
exchange- V9 hie. It was this playing-down of cost and produc- 
tion in favour of the pull of demand and of utility in consump- 
tion that has caused the change to be described in terms of a 
shift to a Subjective Theory of Value. 

In a much-quoted passage at the beginning of his work 
Jevons declared: “Repeated reflection and inquiry have led 
me to the somewhat novel opinion, that value depends entirely 
upon utility. Prevailing opinions make labour rather than 
utility the origin of value . . . Labour is found often to determine 
value, but only, in an indirect manner, by varying the degree 
of utility of the commodity through an increase in supply.”^ 
In the Preface he explains that “in this work I have attempted 
to treat Economy as a Calculus of Pleasure and Pain”; empha- 
sising an aiialogy with “the science of Statical Mechanics”. In 
his Preface to the second edition (of 1879) he renews his attack 
on Ricardo with a reference to “the mazy and preposterous 
assumptions of the Ricardian School” ; adding that “our English 
economists have been living in a fool’s paradise”. In the con- 
cluding paragraph of the work he says: “It is a positive service 
to break the monotonous repetition of current questionable doc- 
trines, even at the risk ofnew error.”! Keynes speaks of his Theory^.^ 
“ the first treatise to present in a finished form the theory of value 
based on subjective valuations” and “the marginal principle”. J 
Secondly and consequentially, what one may call the bound- 

* The Theory of Political Economy (London, 1871} p. 9 . 
t Ibid.y p. 267 (2nd cd. 1879, P* 277). 

J Essays iri Biography y 2nd cd. (London, 1951) p. 284. He adds: “The fijfst modern 
book on economics, it has proved singularly attractive to all bright minds newly 
attacking the subject.'* 
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aries of the subject, as well as i?s ^structure of causal links and 
dependencies, were altered significantly, if to an extent that 
was little emphasised or commented upon at the time. The 
system of economic variables and their area of determination 
was virtually identified with the market, or with the set of 
interconnected markets Aat constitutes the sphere of exchange. 
At first sight this might not seem remarkable, at any rate so far, 
as economic theory consists of value theory, which from the 
very nature of its subject-matter would seem to be necessarily 
composed of exchange-relations as its warp and weft. But there 
is something implied in this affecting the relation between 
distribution and exchange that is less obvious and has some 
crucial consequences for the subject as a whole. In the system 
of determination envisaged by Ricardo, and a fortiori and more 
explicitly as envisaged by Marx, there was a crucial sense in 
which distribution was prior to exchange : namely, that price- 
relations or excbi^nge-values could only be arrived at after the 
principle affecting distribution of the total product had been 
postulated. The determinants of distribution, as we have seen, 
were sited in conditions of production (Ricardo’s conditions of 
production of wage-goods ; Marx’s ‘ social relations of produc- 
tion’, introduced from outside the market, or as it were from a 
socio-historical fundament to phenomena of exchange). Per 
contra^ the new orientation of economic analysis reduced the 
problem of distribution to the pricing of requisite inputs by a 
market process which simultaneously determined the inter- 
connected system of outputs and inputs.* Moreover, not only 
was distribution (what remained of it as a department of 
economic enquiry) determined from within the market or 
exchange-process, but in the form of the derived prices of given 
intermediate goods or productive factors : determination^ was 
envisaged as being from the market for final products, and hence 
ultimately from the structure and intensity of consumers’ 
demand. This was not explicitly developed by Jevons* who only 

* T. W. Hutchison, M Review of Economic Doctrines, i870-ig2g (Oxford, 1953) 
p. 44. As Professor Hutchison points out, jevons stopped short of applying his 
marginal concept to producer’s goods or factors. Cf also L^on Walrits, Elements 
qf Purs Economics, trans. W. Jaif6 (London, 1954} p> 45* 
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completed effectively one halt of the marginal ‘revolution*. 
But it becomes particularly evident in Menger’s treatment of 
goods of ‘first order* and of ‘higher order’, and his derivation 
of the prices of the latter from the former by the process of 
‘imputation’ [zurechmng)^ in clher words by virtue, in some 
form, of the marginal productivity of producers’ goods in terms 
of consumers’ goods. Even in the Walrasian system this deri- 
vation was quite explicit. Walras himself emphasised it when he 
said: “Though it is true that productive services are bought and 
sold in their own special markets, nevertheless the prices of 
these services are determined in the market for products. 

It is true, of course, that this appearance of uni-directional 
determination is because the Austrians (as also Walras in the 
main) simplified their problem by assuming that one started 
from given supplies of productive factors, whose ‘services’ 
entered into the exchange-process by commanding a ‘hire 
price’. This is, indeed, the basis for what was to become the 
fashionable reduction of the cost-concept to the shadowy and 
contingent notion of ‘opportunity cost’ {i,e. the cost of fore- 
gone productive“opportunitics for creating utilities). But if this 
assumption of given factor-supplies is relaxed, the difference 
that this makes is merely to substitute, in Marshallian fashion, 
a series of rather vaguely defined and subjectively conceived 
‘factor-supply schedules’ of questionable realism and indepen- 
dence (questionable because dependent on some kind of 
distribution-relative ‘real costs’ of ‘efforts and sacrifices’).! 
Mutual determination is then achieved by means of a balance 
of marginal conditions in the supply of productive services 6t 
factors as well as on the side of consumers’ demand. Such was the 
wraith of so-called ‘Ricardianism’ that remained in Marshall’s 
system. 

Curiously, however, distribution, to which Ricardo had 
assigned such prominence, although now demoted if not 
denuded, continued embarrassingly to claim a certain priority 

* Ibid,, p. 422. 

t 'Sacrifices’ was a reference to Senior’s * abstinence’, or wUat Marihall more 
neutrally termed 'waiting’. 
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even^in the new conceptual scheme. The fact that it did so was 
very much played down: so much so that one might have 
thought that its claim had gone unnoticed, although altogether 
unnoticed it can scarcely have been. This was its priority of 
influence in shaping the structure of consumers’ demand by 
mediating between utility qr want-satisfaction to the individual 
consumer and the ex-pression of this in purchasing-power on 
the market, and hence in actual market-pull. As was mentionetl 
in our Chapter i, some pre-existent income-distribution had, 
accordingly, to be postulated in order that distribution could 
be represented as being determined by a pricing^rocess within 
the sphere of market-exchange. Once recognised, this certainly 
spoiled the elegant outlines of the conceptual picture, if not its 
internal consistency ~ even if an argument could perhaps be 
sustained (at best a disputable one) that for practical purposes 
the difference made by admitting this feed-back influence was 
not, generally speaking, of major consequence, save in some 
special casti>. 

Wieser, for one, was well aware of this intrusion of distribu- 
tion into the derivation of exchange-value ^from utility in the 
manner of the Austrian School. He wrote in his Natural Valuer 
“The price of an article never completely expresses the 
exchange-value it has for its owner. This depends, further, 
upon the ‘ personal equation ’ of money to him . . . JThe ‘ personal 
equation ’ of money is indispensable in every economy, in order 
that we may weigh against each other goods estimated accord- 
ing to their exchange value . . . Every separate act of exchange 
depends upon it.” And again: “A second element mingles itself 
in the formation of exchange value, namely purchasing power. 
In natural value goods are estimated simply according to their 
marginal utility; in exchange value according to a combination 
of marginal utility and purchasing power . , . Exchange value, 
even when considered as perfect is, if we may so call it, a 
caricature of natural value : it disturbs its economic symmetry, 
magnifying the small anfl reducing the great.”* But one cannot 
say that Wlbser followed out the. logic of this statement, still 

* F. von Wieser, Natural Value, ed. W. Smart "(1956 edition) 49~50, 6a. 
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less resolved the difficulty that it constituted. By colleagues and 
followers generally the nettle remained ungraspefl.* 

An important implication of the new conceptual scheme was 
that the line which Mill had attempted^ to draw between the 
institutional and historico-relative character of distribution, on 
the one hand, and the ‘ natural ’ character of the laws of produc- 
tion, on the other, became blurred once more, even if it did not 
disappear completely. Institutional differences or change could 
admittedly modify the pattern of income-distribution between 
persons {e,g, by affecting the amount of property owned by 
various individuals) ; but the broad pattern of distribution be- 
tween factors (which meant substantially between capital and 
labour) was not capable of any such influence, given the relation 
between the relative supplies of factors and their productive 
uses^ or their role in production and hence the demand for them. 
Hence economic theory could give no place to any institutional- 
relative characterisation of, say, property-income, or of the 
profit-wage ratio : these were purely economic categories in the 
sense of being dependent on the nature of the prevailing 
economic situation and the economic problem per se. 

From an ideological standpoint this was undoubtedly the 
most important result of the change of orientation : i.e, for the 
picture it offered of the economic system, its problems and 
imperatives, ^nd hence for judgement as to the rightness or 
wrongness of current diagnoses of social ills. The change was 
associated, we have noted, with the drawing of different 
boundary-lines to the ‘economic system’, treated as an ‘isolated 
system’; so that questions of property-ownership or class- 
relations and conflicts were regarded as falling outside the 
economist’s domain, not directly affecting, in major respects at 
least, the phenomena and relations with which economic 
analysis was properly concerned, and belonging instead to the 
province of the economic historian or the sociologist. Such a 
question as the provenance of surplus,, of which we spoke in the 

* Sir Erich Roll’s comment is: “Although analytically superior to similar attempts 
. . . Wicser’s doctrine rests on the assumption common to them all that it is 
possible to conceive of a subjective social value. Such a concept, it is clear, must 
be self-cont/adictory” {A History of Economic Thought (London, 1938) p. '^oa). 
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previous chapter, could not even be posed within the stated 
terms of economic analysis. Certainly it was not stated ; being 
dismissed as meaningfess or as falling outside the boundaries of 
the subject. 

There were other consequences of the change that were 
destined to become the subject of ideological debate; but on the 
whole these were of secondary importance. Jevons’s mention 
of Statical Mechanics, for example, as an appropriate analogy 
for the methodology of the new economics provjed to be pro- 
phetic; one result of taking the analogy seriously was that 
economic analysis became preoccupied with equilibrium- 
positions under conditions of competition; and in so far as these 
were positions of full equilibrium, the full employment of all 
productive services or factors of production was virtually 
assumed.* Thus the possibility of multiple equilibria [e.g, at 
various levels ori^ipployment) was neglected, if it was not com- 
pletely ignored (until the 1930s, So also did dynamic 
considerations tend to be ignored; since, altl^ough the method 
of statical mechanics could be adapted to deal with problems 
of so-called ‘comparative statics’, it could not deal with the 
stability or instability of paths of movement, and hence with 
fluctuations or with change as a process. f 

Another result, whether logically consequent or not, was that 
the shift of focus towards analysis of particular equilibrium led 
to concentration on what has come to be called ‘micro- 
economics’, to the exclusion or ncglcEt of the wider con- 
catenation of interdependencies and effects that wer^ crucial 
for the formation of the larger macro-relations, but were too 
often tucked away behind a ceteris paribus clause and forgotten 

* Since, if there were an unused surplus of any factor, competition would drive its 
price down towards zero, and if there was any elasticity in the demand the excess 
would be absorbed. 

t Q*. Sir John Hicks, Value and Cdpital (Oxford, 1939) pp. 115 seq.^ 302, with its 
concluding doubt whether “a stationary state ... is even conceivable as a 
special case”; alfc his Capital and Growth (Oxford, 1963) pp. 15 “economists 
are so used to this equilibrium assumption that tdey irc inclined t<s take it for 
granted*’, yet “there are market forms, not necessarily unrealistic or unim- 
portant, where the mere existence of equilibrium, even in a single market, is 
doubtful, and perhaps more than doubtful”. 
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in the sequel. (Examples of this were Marshall’s ingenious 
simplifying device of assuming the marginal utility of income 
to be constant, and any wider effects of what was happening 
to be capable of being ignored a^s of ‘ second order of small 
quantities’; together with the comparable assumption on the 
supply-side of given factor-prices, which permitted use of the 
notion of a long-period supply or cost-curve of an industry.) 
This undoubtedly represented a serious impoverishment of 
economics (as it now came to call itself in preference to political 
economy), which was only seriously challenged in the 1930s or 
even later with the work of Keynes and the shift of attention 
after the Second World War from Jevonian statics to the theory 
of growth. 

A particular by-product of the new structure and method- 
ology that was to yield corollaries of striking ideological 
tendenz was the habit of optimising. This developed as the child 
of the marriage of utility with the technique of marginal incre- 
ments and decrements, which itself led directly to the consider- 
ation of extremal problems. Some have, indeed, virtually 
identified the change introduced by Jevons with attention to 
the conditions of ‘ allocation ’♦ (simultaneously of consumers’ 
expenditure’ among final products and of productive resources 
between productive uses via entrepreneurial choice and action) ; 
the notion of maximising being implicit in the manner of framing 
the problem. It was not difficult to conclude that the assumed 
maximising behaviour (of utility on the part of consumers and 
of profit by entrepreneurs) yielded the result that under conditions 
of competition in all markets the (net) value produced was 
maximised. By a feat of aggregation this was then translated 
into ' the proposition that the social aggregate of utilities was 
maximised - illicitly so translated since we have seen that the 
relation between values and utilities, consequently summation 
of the latter, is conditional on income-distribution (an example, 
again, of the latter’s ‘priority’ obtruding ifself). This was 
indicated initially by Jevons in stating that “so far as is con- 

• Cf. Hutchison, Economic Doctrines, pp. 42, 44, with its references to “ihaximising 

idlocatJon formtcla**. 
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sistent with the inequality of wealth in every community, all 
commodities are distributed by exchange so as to produce the 
maximum of benefit”.? Perhaps its best known enunciation at 
the social level was that of ^alras to the effect that, with 
“production in a market nalpd by competition ... the conse- 
quences of free competition . . . may be summed up as the 
attainment, within certain limits, of maximum utility”;!' 
which was followed by the modified and contingent (but no 
less influential) optimum associated with the name of his suc- 
cessor, Pareto. Although subject to criticism at the time by no 
lesser personages than Marshall and Wicksell (the latter bluntly 
dismissing Pareto’s proposition with the statement: “Pareto’s 
doctrine contributes nothing”!), this optimising corollary, to 
which we shall return when we speak later of ‘ Welfare Econo- 
fnics’, was to exert quite unusual influence as justification for 
a regime of perfect competition and the free market. 

We have said that the reduction of distribution to the pricing 
of productive services or factors had the result of excluding 
the social circumstances of the individuals for social groups) 
associated with the supply of these ‘ services even* to the 
extent of dropping from sight the very existence of these 
individuals. At best they were visible in the background as 
shadowy and ghostly entities lacking substantial sBcial content 
or even clear outline. The extreme case was where given factor- 
supplies were postulated, and distribution consisted simply of 
the pricing of n factor-inputs (in which case not even a uniform 
rate of profit could be envisaged, since the formation of such a 
rate implies appropriate changes in the supplies of individual 
capital-goods). Here the illusion of distribution being integrated 
completely within the exchange-process was at its greatest. The 
concept of variable factor supplies, governed by some fdrm of 
schedule of supply-prices, reintroduced the individuals stand- 
ing behind the supplies, at least to the extent of linking their 
actions and i^totivation with the factor-services. But the link 


• Jevons, Theory of Political Economy^ cd. 1871, p. 134. 

t Walras, Elements of Pure Economics, pp. 1 25, 255. 

t K. Wicksell, Lectures on Political Economy (London, 1934) P* ®3* 
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was in fact a spurious one, designed so as to permit some degree 
of attribution of the value of the services to the individuals. 
Thus ‘abstinence’ or the like performed the function of linking 
(or if not explicitly linking, at least blurring the distinction 
between) the productive effect of v'hat is owned and of its legal 
owner. The extreme form of this was J. B. Clark’s interpretation 
of marginal productivity as meaning that each factor, and by 
implication those responsible for its supply, received the equiv- 
alent of what it ‘contributed’ to production: “the law itself”, 
said Clark, “’s universal and hence ‘natural’”.* Although this 
in its cruder, Clarkian form was subsequently disowned as 
untenable,! some implication of attribution (and even more of 
inevitability) still lingered, even in non-popular textbooks, at 
any rate to the extent that the factor and its supplier (or owner) 
were linked by any concept of the type of ‘abstinence’ 01 
‘waiting’. It was seldom thought necessary to indicate that 
ownership was first requisite in order to supply, and that in 
this way once more distribution, and its social determinants, as 
a prior condition came in by the backdoor. 

At the purely formal level there can be little doubt that the 
new context and methods, with their mathematical analogy if 
not mathematical form, resulted in enhanced precision and 
rigour of analysis. In this sense - the sense given prominence 
by Schumpeter - econoihic analysis per se can be said to have 
measured an advance. The cutting knives of economic discussion 
became sharper - whether they were used to cut so deeply is 
another matter. So far at least as market phenomena were con- 
cerned, insight no doubt profited and comprehension of price- 
formation and of market-price movements (including, later on, 

* J. B. Clark, 77 ie Distribution of Wealth (New York, 1899) p. 46. Cf. also pp. 7, 47, 
325. 

t G. J. Stiglcr, Production and Distribution Theories (New York, 1946) p. 297: “he 
introduced what has been called a * naive productivity ethics* -his marginal 
productivity theory contained a prescription aa well as an analysis . . . Qlark was 
a made-to-order foil for the diatribes of a Vcblcn’*. Clark was not, however, 
alone in this. As Ian Steedman points out, Jevons also spoke, of “natuDtd laws*' 
governing distribution between profits and wages, from which followed the 
futility of,|;rade unions and an essential harmony between capital anid labour 
(‘Jevons’s Theory of Capital and Interest*, The Manchester School, Maith 1972, 
pp.48-9). 
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fhat of disequilibrium situations and of fluctuations about 
equilibrium) was refined. Despite the fallacies associated with 
its use, even the casting of allocation-problems in terms of 
extremal problems and of maximising was not without im- 
portance, or devoid of fruitfel application. For one thing, it 
inspired, if it did not generate, the special technique of linear 
programming, with its obvious relevance to problems of plan- 
ning. To say this is not to accept Schumpeter’s view that progress 
in ‘pure’ analysis was the important feature of the change and 
its ideological character no more than incidental., Indeed the 
reverse is true. These formal achievements, moreover, have to 
be set against the laying of some false scents and, with respect 
to more fundamental problems, ap obscurantist focus on super- 
ficial and delusive appearance. 

Polemics against the earlier Ricardian tradition, and still 
more against the Marxian system to which the former was 
blamed for opening the door, were not confined to Jevons’s 
dismissal in general terms (against which Marshall protested as 
being too irreverent and iconoclastic) .* Most oj the arguments 
used are too familiar to need repeating, having been the 
commonplace of elementary textbooks for a number of genera- 
tions (such as the contention that by ignoring the influence of 
demand, any type of cost-theory is incapable of determining 
price in conditions where cost varies with the quantity pro- 
duced). But there is a particular accusation that we touched on 
above, in Chapter 4, which perhaps deserves to be repeated 
here because of its apparent sophistication and the fact that it 
came from no less a person than Walras as well as from Jevons. 
This was that Ricardo’s theory had tried to make “one equa- 
tion determine two unknowns” by suggesting that price is 
determined by wages profits (when rent is excluded) ^rhile 
at the same time treating profit as the surplus or excess of value 

* PrincipUSj App. i, p. 817. Marshall considered Jevoas “to have judged both 
Ricardo and Milljiarshly **, owing to his “desire to emphasise an aspect of value 
to which they had given insufficient prominence*’. Jevons’s statement that 
“value depends solely upon utility” Marshall held to be “no less one-sided and 
fragmentary, and much more misleading than that into which Ricardo often 
glided \vith careless brevity, as to the dependence of value on cost of production 
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produced over wages.* This criticism, we have seen, though 
potentially valid against Smith’s ‘adding-up-components’ 
theory, rests on a flagrant misconcjeption of Ricardo, as 
Dmitriev pointed out. Dmitriev in developii^g the answer to it 
that we have already quoted, wrote -as follows (a passage which 
we give in extenso since the whole matter has for so long been 
misunderstood) : 

A single equation cannot serve to determine two 
unknowns. Thus we are apparently enclosed in a vicious 
circle: to "define value one must know the size of profit; 
and profit itself depends upon the size of value. It would 
seem that there is no other way out than to make the 
size of value, or of profit, depend on conditions situated 
outside the sphere of production : it is to such a procedure 
that A. Smith himself had recourse ... in placing the level 
of profits in dependence on the supply and demand for 
capital. But such a procedure amounts to admitting the 
inconsistency of the theory of expenses of production 
itself. The imlnortal merit of Ricardo consists precisely in 
his brilliant resolution of this problem which had seemed 
insoluble. 

He then went on to show that Ricardo’s originality consisted 
in his being “the first' to show that, among the equations of 
production, there exists one which affords the possibility of 
determining r [profit] directly (that is to say without resort to 
other equations). This equation is provided for us by the condi- 
tions of production of a [the wage-good], to which in the final 
analysis expenditures in all products . . . are reducible.”! 

There is one question raised at this point that will no doubt 
be i» the minds of many, even among those inclined to accept 

* Cf. Walras, Elements of Pure Economics, p. 425. Walras refers specifically to “the 
English theory” and not to Ricardo by name; but the reference is fairly evident. 
“It is clear”, he says, “that the English economists are completely Raffled by 
the problem of price-determination.” jevons has an identical criticism of the 
“radically fallacious” attempt to derive “two unknown Ijuantities from one 
equation”, and the reference to Ricardo is clearer {Theory of Political Economy, 
p. 258)." 

t V. K. Dmitriev, Essais Iconomiques (Paris, 1968) pp. 46-7. See above p. 1 17. 
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what has been ‘said in criticism of post-Jcvonian orthodoxy. 
Even granted the above-mentioned flaws and deficiencies, does 
it really follow that nothing at all is being, or can be, said about 
the structure of e^fchange-relati^ns, and that nothing of any 
consequence for economic understanding has been stated amid 
the semi-mathematical sophistication of the past century since 
Jevons? There must, surely, be some statements about the inter- 
relationship of prices within the circle of exchange that have 
general application tg all types of exchange-society, even if 
these are incapable of playing the role claimed for them of 
affording a theory of the determination of income-distribution, 
and hence a satisfactory theory of value and distribution in the 
classical sense? Given a certain pattern of Walrasian rareies^ is it 
not true that a certain pattern of prices becomes in some sense 
‘necessary’ ; and if so, such a ‘necessity* will be supra-institutional? 

The question ]: evidently a pertinent one, and one that can- 
not be avoided by critics of modern doctrine. If an answer is to 
be given in general terms, it must be based, it would seem, on 
a distinction between different categories of statement about 
economic phenomena. When one is talking within what Marx 
would have called the category of ‘market price’ (which he 
himself only reaches towards the middle of his third volume), 
it is true that there are a number of statements that can be 
made about supply-demand relations; and because their 
number is rather limited, as well as their significance in the 
larger, ‘macro’, perspective, it does not follow that they may 
not have importance in certain specialised contexts. The point 
is that, in order to make such statements a number of things 
have to be taken as given (as - to take the extreme case - in 
all statements about Marshallian ‘short-period’, or quasi- 
short-period, situations) : data that are dependent variabfes at 
another, and ‘deeper’, level of analysis. More has to be in- 
dependently postulated in-order to explain less. This, if one 
understands him rightly, is equivalent (or analogous) to what 
Professor Hicks means by a “restricted. equilibrium” arrived 
at by restricting the number of choices that arc ‘*opcn”.^ 

* Capital and Growth (Oxford, 1 965) pp. 25-6. 
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Fundamentally it is why supply-dcmand statements cannot, 
for reasons that we have considered, include (or reach so far as) 
a proper theory of distribution; nor as this genus of demand- 
determination theory capable of affording a consistent answer 
to the classical type of value-p»*(5blem (for which reason alone 
the epithet ‘neo-classical’ as applied to the former is inappro- 
priate if not misleading). So far as distribution is concerned, 
indeed, we have said that some income-distribution has to be 
postulated in order to give meaning to ‘the pattern of demand’, 
and hence to make any general statement at a global level of a 
supply-demand type. 

One way of illustrating what is meant when one speaks of 
contexts in which demand-determined exchange-relations are 
applicable may be the following. One could suppose that all 
productive inputs were natural objects available at any given 
date in given nature-determined amounts.* Any exchange- 
relations in the system would evidently reflect (and be explic- 
able in terms of) diverse and strictly limited commodities 
vis-d-vis the pattern of demand for end-products produced from 
different input-combinations. But then, of course, the process 
of production as ordinarily viewed (outside a completely 
automated world) would be non-existent. One coifld then 
modify the supposed conditions to allow labour as an input 
along with natural objects {e.g, labour of collection, adaptation, 
organisation) ; and still have the same mode of relationship so 
far as exchange of natural objects, and between them and final 
(consumed) products, was concerned: the former would func- 
tion as renten-guter^ demanding a price in proportion to the role 
they played in the process of transformation into final products 
and the relative demand for the products in which they played 
a major role. One could say, indeed, that there was here an 
analogy with the problems to which the technique of linear 
programming is applied: the problem of allocating (scarce) 
natural objects between productive uses and their optimum 
combination in each use - an optimum that is defined iii terms 
of ‘an objective function’, commonly interpreted as some suit- 
* E.g, Marshall’i meteoric stones. 
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ably weighted series of end-uses.* In this guise, it could be 
lodsely described as a technique rather than a theoretical 
explanation of actuality. Indeed, the linear programming 
analogy is illuminating hej"e precisely because, as is well known, 
this technique of angilysis can be ^plied to certain problems of 
a socialist economy, whether at, the particular or the general 
level, as well as to a capitalist economy, and to this extent must 
refer to aspects or relationships that are supra-institutional. 
Such an analogy may have at least this advantage: that it 
presents end-uses as having to be arbitrarily postulated from 
outside the system, whetlier in the form of some givan output- 
plan {e,g. Kantorovitch), or (if based on indicated market- 
demand) the implicit postulation of a given income-distribution. 

To the extent, per contra, that human activity is assigned a 
major role in the productive process and reproducible inputs 
(product of the productive process itself) replace scarce natural 
objects, the essentials of the economic problem become different, 
first since the question of the existence and provenance of a 
value-surplus can now be relevantly posed,* and secondly 
because the proportion of any given product *value that is 
assigned to wages (and costed as such), and the mode of 
distributing the surplus or difference between the two, will be 
a crucial determinant of the resulting price-structure. 

But if a formal mode of determination in terms of*scarcity- 
relations (‘scarcity’ defined and measured with reference to the 
set of end-uses) can be constructed, and can convey some 
information, in a situation of naturally-determined means or 
inputs, why should it not be able to do so in analogous situa- 
tions where any set ofn means or inputs, although not depen- 
dent on natural limitations, are nonetheless determined as to 
their supplies in some other way? Moreover, cannot the 
scarcity-price relations so derived be applied not only lo 

* The reason why such a question would have no place in our previous hypo- 
thetical case is, of course, that the ‘rents’, or scarcity-prices, of naturally-scarcc 
means or inputs would rise towards the price-level of outputs, or should any of 
these inputs be capable of turning out more of themselves as output than was 
required as inputs, they would fairly soon cease to be (nature-limited) scarce 
goods. 
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products but to these means or inputs themselves? Indeed, this 
is quite possible; but, as we have seen whe^ speaking of ihe 
Austrians, subject to the restrictive condition that the set of n 
means or inputs is already given as flatum. The restriction is a 
large one. It excludes from consideration a|l situations in which 
these supplies are likely to change (i,e, to change as a ‘feed- 
back’ effect of their prices), and analysis thus restricted can 
make no pronouncement as to why and how these changes 
occur or as to their effects - for which reason we spoke of the 
situations to which such a theory can apply as ‘ quasi-short-period 
situations’. It is obvious that what' is essentially a short- 
period theory cannot be expected to yield answers to ‘long- 
period’ problems {e.g. concerning equilibrium situations 
involving a uniform profit-rate).* Escape is sought from this 
restriction by seeking to group these n means or inputs into 
larger factor-groups, and to relate supply-changes of the former 
to the situations of the latter: an escape that has its own special 
difficulties (consisting in the need to postulate some distinctly 
odd, indeed metaphysical, entities as generic ‘factors’) that are 
to-day becoming familiar and to which we shall return. 

It may be noted incidentally that in either of the two latter 
approaches (and most conspicuously in the second) it is implied 
that the particular input-combinations, or techniques, chosen 
are dependent upon (and vary with) the pricing of factors or 
inputs as derived from the resultant price-relations of the system 
as a whole. This in turn implies the notion of a ‘production- 
function ’ or factor-substitution schedule defining all the different 
combinations of factors or inputs that are capable of yielding 
the same output (this substitution-curve being ‘objective’ in 
the sense of resting solely on technical data in a given state of 
technical knowledge). In this notion of a ‘production-function’ 
thfere arc crucial difficulties, as we shall again see presently 
when we come to the discussions of recent years. If this approach 
is abandoned, there is postulated instead a set of n possible 
production-processes or methods of production fc^ each in- 
dustry; but although the one chosen at any time will depend 

* • See, however, below, pp. 205, 207. 
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upon the wage-profit ratio (and^ftie resulting price-structure of 
products ^used ao inputs), for reasons that will emerge there will 
not be the obligation that there is in the former case (where 
factor-groups and their sclative supplies played a crucial role) 
to regard these alternative prqpesses as being ordered in a 
particular way. 

II 

Prior to jevons most people would seem to have believed that 
Adam Smith’s ‘use-value’ could not be quantified. Hence, 
despite Bentham’s reference to degrees of intensity of pleasure 
and pain, and despite the hints of Say and of others who took 
after him, there was no systematic attempt to introduce it as a 
determinant (as distinct from a condition) of exchange-value. 
The novel element in Jevons that tipped the scales was evidently 
hi^ singling out of ‘the final degree of utility’ and his equation 
of this with excliange-value. This revealed that it was only 
necessary to Ueat differences, comparatively small differences, 
in utility as quantitative to the extent of being comparable in 
terms of greater or less. Comparison of such differences, declared 
Jevons, was made by people in their everyday action^, and 
accordingly one judged the intensities of their feelings from 
their actions. ‘Tt is from the quantitative effects of their feelings 
that W'e must estimate their comparative amounts. ’’•There was 
no question of needing to compare total utilities. Said Jevons: 
“We can seldom or never affirm that one pleasure is a multiple 
of another in quantity, but the reader who carefully criticises 
the following theory will find that it selddm involves the com- 
parison of quantities of feeling differing much in amount ... I 
never attempt to estimate the whole pleasure gained by pur- 
chasing a commodity; the theory merely expresses that, when 
a man has purchased enough, he derives an equal pleasure 
from the possession of a small quantity more or from the money 
price of it.”* This he has earlier prefaced by stating: “To me 
it seems that our science must be mathematical simply because 
It deals with qua\itities. Whenever the things treated are capable 

♦ jevoni, Theofy of Political Econony (London, 1871) pp. 13-14, ao. 
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of being more or less in 'magnftnde, there the laws and relations 
must be mathematical in nature.”* 

In his third chapter Jevons develops his theory of value in 
more detail. Opening this chapter v ith the statement that 
“pleasure and pain are undoubtedly the ultimate objects of 
the Calculus of Economy” he g(5cs on: “To satisfy our wants 
to the utmost with the least effort ... in other words, to maxi- 
mise comfort and pleasure, is the problem of Economy”; he 
defines Utility (quoting Say and Bentham) as “the abstract 
quality whereby an object serves our purposes, and becomes 
entitled to lank as a commodity”; further stating that “utility, 
though a quality of things, is no inherent quality. It might be 
more accurately described, perhaps, as a circumstance of things 
arising out of their relation to man’s requirements.”! He pro- 
pounds the law of diminishing utility (calling it the Law of 
Variation of Utility: “utility is not proportional to coni*- 
modity”), distinguishing between total utility and the utility 
of an additional increment and drawing a utility-curve of the 
familiar kind. “The degree of utility” is defined as “the 
differential coefficient of utility considered as a function of x 
[the quantity of the commodity in question], and will itself be 
another function of a:”; it being this which decreases as the 
quantity of a commodity is increased until “satisfaction or 
satiety” of our appqtites is approached. J In the following 
chapter (On Exchange) he posits that “the ratio of exchange of 
any two commodities will be inversely as the final degrees of 
utility of the quantities of commodity available for consumption 
after the exchange is effected ”.§ Chapters v, vi and vii of the 
book deal with the Theories of Labour, of Rent and of Capital. 

In the second edition he formulated the curious restatement 
of his theory in abbreviated form|| upon which Marshall was 
to cbmment so adversely: 


§ 


Cost of production determines supply 
Supply determines final degree of utility 
Final degree of utility determines value. 


Ibid., p. 4. 

Ibid,, pp. 95-6. 


t Ibid., pp. 44 ' 5 > 5a 


+ Ibid., pp. 33 


0/ Political Econon\y (London, 1879) p. 165. 
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Op this iVlarshall, who had reviewed Jevons’s book rather un- 
generously (Keynes says “grudgingly”) in the Academy for 
April 1872, made this comment:* “Now if this series of 
causation really existed* there could be no great harm in 
omitting the intermediate stages amd saying that cost of produc- 
tion determines value. F(^ if ^^is the cause of 5 , which is the 
cause of C, which is the cause of D\ then A is the cause of D, 
But in fact there is no such series.” After propounding his own 
view of “mutual determination” of “supply price, demand 
price and amount piioduced” (which he regards as “the 
greatest objection of all” to Jevons’s presentation), lie ends by 
inverting the order of Jevons’s statement (“a catena rather less 
untrue than his can be made”) : 

Utility determines the amount that has to be supplied 

The amount that has to be supplied determines cost of 
production 

Cost of production determines value, 
because it determines the supply price which is required 
to make the producers keep to their workj 

But this question of relative emphasis upon influences on the 
side of supply and on the side of demand (both being conceived, 
in the main, subjectively) was really quite secondary to those 
other characteristics of the shift that were previously discussed. 
What Marshall was really defending against Jevons was that 
line of tradition from Smith’s ‘component* of price’ to Mill’s 
‘expenses of production’ theory, of natural value rather than 
the Ricardian theory in its proper interpretation. 

Jevons failed to develop explicitly a general theory of 
distribution in similar terms {i.e, of utility-determination),^ as 
we have already seen. He docs say, however, witli regard to 
Labour that “its value must be determined by the value of the 
produce, not the value of th€ produce by that of the labour”, 
without describirg how this is achieved. The problem here, 
which he does not directly face, is that K factors are jointly 

• Marshall, Principles, Appendix i, p. 8x8. t PP* 818-19. 
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demanded, in the sense of h^ing used in fixed proportions (and 
proportions that are uniform in various uses), nd such d/irivation 
of factor-prices from product-prices is possible. Such derivation 
depends upon the proportions in which factors are used being 
variable (and continuously variable ~ along a substitution-curve 
or ‘production-function’), or efse (a^s we shall see when we 
come to the Austrians) on the proportions in which factors are 
combined, if fixed in each use, being wo«-uniform as between 
uses. 

The exception (a fairly large one) to wjiat we have said about 
Jevons and distribution is the case of capital; and it is his 
Theory of Capital that has aroused an interest second only to 
his analysis of the relation between increments of utility and 
price. Here Jevons certainly does introduce what is essentially 
the notion of marginal productivity, treating this as determi- 
nant of the rate of interest. This is introduced in association 
with his special view of capital as consisting in the advance of 
subsistence to labourers. Here he is in the classical tradition, 
and he admits that “on this subject” he is “in fundamental 
agreement with Ricardo”, Such a notion of capital as an 
‘advance’ implies a time-dimension - the period of time over 
which the advance is made, or ‘period of production’ as this 
was to be called. “Capital, as I shall treat it”, he says7“ consists 
merely of the aggregate of those commodities which are required for 
sustaining labourers of any kind or class engaged in work'\ “The 
current means of sustenance constitute capital in its free or uninvested 
form. The single and all-important function of capital is to 
enable the labourer to await the result of any long-lasting 
work - to put an interval between the beginning and the end 
of an enterprise . . . Capital simply allows us to expend labour 
in advance.”* To enable a lengthening of “tlie average 
interval between the moment when labour is exerted and its 
ultimate result or purpose accomplished” is not only treated 
as one of the functions of capital ; it is regarded by Jevons as “ the 
sole use of capital”.! Such a lengthening (of which Jie speaks 

f * Theory of Political Economy (London, 1871) pp. 914 seq. ‘ 
t Ibid., pp. 217, 290 . 
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ai an “improvement”) increasfes productivity. It follows that 
capital has two dimensions: labour and time. First, there is the 
amount of labour invested : e.g. one day’s labour on a certain 
date. Secondly, there is tfie length of time for which the invested 



Jevonian diagram of 
amount of ‘ investment * 

(or ^period of production*) 


labour is ‘locked-up’ or advanced: e.g. for a year or several 
years or for only luonth. The product of these two dimensions 
he calls “ the amount of investment of capital” by contrast with 
the “amount [of capital] invested”. Thus one pound may be 
invested for five years or five pounds invested for one year; 
both equalling five pound-years in “amount of investment”.* 
This he illustrates by the famous triangle, in which the horizontal 
axis represents duration, the vertical line the amouigt invested 
by any given date and the total area the total two-dimensional 
entity, the total ‘amount of investment* over the whole period. 
If ;(^io is invested during each of ten years, then the ‘amount 
invested’ by the end of the ten-year period will be £100, but 
the (total) ‘amount of investment’ will be equal to £550 (a 
figure which approaches £^00^ or half the total area of t x the 
labour invested over the period, as the intervals between suc- 
cessive acts of investment are shortened and investment becogies 
virtually a continuous process) . 

Interest on capital, according to this theory, is “the rate of 
increase of the produce” resulting from a given increment in 
this period of advance (or period of production) expressed as a 
ratio to the whole produce; or, writing F/‘for the prodijjce of a 
• Ibid., pp. 221-6. 


7-a 
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given amount of labour advaniced for time t and assuming Ft 
to increase with t: 

m i_ 
d/ Ft' 

o 

Thus “the rate of interest varier inversely as tiie time ot in- 
vestment”.* This was equivalent, of course, to determining 
the rate of return on capital by the marginal productivity of 
lengthening the period of production.! 

Jevons is also remembered, of course, as a vigorous writer on 
practical questions, such as the changing value of gold, on 
‘commercial fluctuations', on index-number theory and above 
all on the Coal Question on which he wrote a best-selling 
pamphlet in 1865. At the time these attracted more attention 
than the novelty of his economic theory. He also held strong 
views about the policy of laissez-faire and the wages-question 
{vide his State in Relation to Labour of 1882). Unlike his continental 
contemporaries of whom we shall speak in a moment, his 
academic influence during his life-time was slight and his 
theoretical ideae made little headway. His first enunciation of 
his new theory, in a paper to the British Association in 1862, 
was ignored; and although appointed to a Chair at Owen’s 
College, Manchester, in 1866, he refrained from lecturing on 
his own ideas during his ten years at Manchester, preferring 
to instruct his students instead in the traditional doctrines of 
Mill. Keynes speaks of him as “a reluctant and unsuccessful 
lecturer On publication his book had few reviews and these 
were cool (including the one by Marshall that we have men- 
tioned, and a hostile one from Cairnes) ; and only four years 

• Ihid.y pp. 237-8. It will be noted that the increase in the amount of investment 
= dt.Ft, so that the above expression is equivalent to the increase of produce 
as' a ratio to the increase in amount of investment. On this as a tenable expla- 
nation of interest see further below, p. 202. 
t Professor Stigler, rather surprisingly, thinks that “Jevons does not depart far 
from the classical theory. His conception of capital and its rate is basically the 
same as that incorporated in the wages-fund doctrine"; the main difference 
being “that the classical doctrine assumes a fixed pe**ioi of production (one 
year)” {Production and Distribution Theories , p. 29). By “classical theory" is 
evidently meant here Ricardo as interpreted by Mill. 

} J. M. Keynes, Essays in Biography (new ed., 1951) p> 307. 
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^ttcr succeeding (in 1876) to the Chair at University College, 
London, he resigned for reasons of ill-health - to be drowned 
while bathing on the south coast no more than two years later 
at the early age of 46. Schumpeter remarks that he left few if 
any personal pupils: “in England he never got his due ... his 
originality was never iiccognised as it should have been”.* 
Keynes’s comment on him (comparing him with Marshall) was ‘ 
memorable. “It was Jevons’s willingness to spill his ideas, to 
flick them at the world, that won him his great personal position 
and his unrivalled poWer of stimulating other mind^. Every one 
of Jevons’s contributions to Economics was in the nature of a 
pamphlet.”! 

Ill 

In his book of the same year as Jevons’s Carl Menger (a civil 
servant who two years later was appointed to one of the two 
Chairs of Poh^ii '1 Economy at the University of Vienna) pro- 
duced a closely parallel theory in more general form, but with- 
out Jevons’s mathematics (what Professor Stigler has called his 
“repellant mathematical formulation ”)•! Like Jevojis he 
expounded a subjective theory of value, starting from the con- 
sumers’ end, with consumers’ goods (“goods of first order”) 
deriving their value from their power of satisfying human wants. 
As we have seen, he proceeds to derive the value ot producers’ 
goods (“goods of higher order”) from the contribution these 
make to the production of goods that cater directly for human 
wants; this derivation being by a process tjiat came to be known 
as ‘imputation’ [zurechnung) to each input of the difference 
which its presence (or absence) makes to production. The 
fulcrum of such imputation is the so-called Loss Principle : the 
value of a horse to a farmer is that of which he is deprived if he 

• Schumpeter, History of Economic Analysis, p. 826. He also speaks of Jcvftns as 
“without doubt one of the most genuinely original economists”, although “his 
performance was not up to his vision’*. Prof. Lionel Robbins said of him in an 
appreciation: “Since his death he has been recognised universally as one of the 
most outstanding figures in the history of economic thought”; adding that: 
“He formed no school. He created no system” (‘The Place of jevons in the 
History of Economic Thought’, Manchester School, .Vol. vii, No. i, 1936, p. i). 
t Essays in Biography (London, 1933) p. 211 (new ed., 195!, p. 174). • 

X Stigler, Production and Distribution Theories, p. 1 35. 
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is without it. This can be seen to be substantially the notion of 
marginal productivity, although without using the term as 
such and without entering into the quasi-mathematical refine- 
ments that were to become associated therewith. Menger was 
careful, however, to distinguish between the cases of fixed and 
of variable proportions of inputs or fi-ctors in production. For 
the first case (fixed proportions) he enunciated the principle 
that the value of an input or factor withdrawn was equal to the 
total resulting loss of product minus the product resulting from 
the use of the complementary inputs or factors in alternative 
employments for them. In the second case (variable propor- 
tions) this value was equal to the diflerence made to the product 
by the withdrawal of one unit of the input or factor, after what 
remained of this and of other factors had been suitably re- 
arranged and combined to the best advantage. Such a solution, 
as will appear in a moment, left open a number of questions 
and can even be said, as it stood, to involve a contradiction. 

Reverting to ‘goods of the first order’: Mcngcr stressed that 
wants approaclj satiation as more of a good is available, and 
that a. consumer maximises his satisfaction at any time by so 
distributing his income as to make the want just satisfied at the 
margin equal in all directions (“the most important ot-all those 
concrete wants which arc not satisfied are of the same signifi- 
cance for all types of \\^ants and accordingly all concrete wants 
are satisfied to an equal level of importance”). The general 
sense of this proposition is, of course, fairly clear. But it is not 
enunciated at all precisely, since it docs not make clear what is 
the unit in terms of which wants just satisfied (or left unsatisfied) 
are measured and equalised. It will manifestly make all the 
difTerence to the sense or nonsense of the statement whether the 
equalisation is assumed to take place in terms of physical units 
of each commodity (bushels of corn, yards of cloth and bottles 
of whisky) or of units of money income spent on these various 
commodities. The latter interpretation becomes equivalent, 
then, to speaking, not of equalising the wanf satisfaction, or 
marginr.l utility, of commodities^ but of making their marginal 
utility (in terms of some physical unit of each corrimodity) 
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pfoportional to ^heir prices. Clatity" about this interpretation is 
not just p*cdantry, but is relevant to the question as to whether 
any such statement can be extended or aggregated so as to 
apply to a group as^dislinci from separate individuals. If money 
incomes are unequal (so thaf tlie marginal utilities of those 
individual money incomes are unequal) any attempt so to 
extend it is plainly fallacious - although the fallacy is far from 
unknown.* When extended beyond individuals to a group, we 
find, yet again, that this proposition only has unambiguous 
meaning after some assumption about income-distrjbution has 
been imported. 

It should, perhaps, be explained that a feature of Menger’s 
approach, and of his school as a whole, was that with reference 
to wants as well as to 'higher order’ goods used as inputs in 
production, the fact of complementarity was stressed, as well as 
the fact that one had to deal with finite units {Teilquantitdt), 
not with infinitesimals (an emphasis associated with their 
antipathy to the ‘mathematising’ of theory in the manner of 
Jevons and Walras). The significance of this , emerges in the 
particular way in which they interpreted ‘imputed valile’ or 
marginal productivity. 

Mcngcr (who was to live until after the First World War) 
has been called the father of the Austrian School, si»ce the best 
known representatives of this School, Wieser and Bdhm-Bawerk, 
who were to develop his theory, especially on the side of ‘ imputa- 
tion’ as a theory of distribution and of the theory of capital, were 
his personal disciples. Menger, indeed, was in every way more 
successful than Jevons in achieving recognition and influence 
within his lifetime; althougli it can be doubted whether he 
would have done so, especially against the latent opposition of 
the powerful German Historical School (with whom in J^ter 
life he was engaged in extensive polemics), without the aid and 
literary activity of his two leading pupils, who attracted atten- 
tion to Mengcr’s doctrines by their own work in the course of 
the ensuing decide. But before we deal with their contributions 
(in some ways more interesting than their master’s) ta word 
• Sec below, pp. 243-4. 
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deserves to be said about thal German forerjinner of whofli 
neither Jevons nor Menger were aware, apparently, vfhen they 
wrote their respective works in 1871, but whom Jevons, as we 
have seen, was to acknowledge when his book came to a second 
edition. As early as 1854 Hermapn Heinrich Gossen had pub- 
lished a book with the title o^ ‘ Development of the Laws of 
Human Action and of the consequent Principles of Human 
Commerce’ {Entwicklung der Gesetze des menschlichen Verkehrs und 
der daraus Jliessenden Regeln fur menschliches Handeln)^ in wliich a 
semi-mathematical theory of pleasure arid pain was presented, 
with the notion of satiability of wants or diminishing utility 
(his ‘first law’) and the principle that the attempt to maximise 
enjoyment will result at any one time in making the final 
increments of all enjoyments equal (or more correctly, as we 
have seen, of the final increments of money income expended 
in acquiring various enjoyments). This principle by analogy 
was extended to goods used in production (which he called 
“goods of the third class”) and to labour; and since labour 
involved disutihty, equilibrium in production involved a 
balarfbing of the disutility of additional labour against the 
additional enjoyment resulting from the fruit of that labour. 
Value depends entirely on the relation between the object and 
the subject.* 

Gossen, however, treated utility as bearing a linear relation 
to quantity, so that the demand-curves in his diagrams are all 
straight lines. What is remarkable, but perhaps not altogether 
surprising, is that Gbssen’s work should have remained almost 
unknown and without influence, until it was publicly acknow- 
ledged by Jevons in 1879. 

It was Friedrich von Wicser who, in addition to trying to 
develop a theory of exchange-value from a theory of prices (or 
‘natural value’) arising in the context of individual exchange or 
barter between trading partners or groups, sought to develop 
Menger’s Loss Principle more rigorously as a general theory 
(the word zurechnung is in fact his) ; while E. vcfti Bohm-Bawerk 
is known for his thedry of capital and interest along Jevonian 

* Cf, on Grossen, Erich Roll, History of Economic Thought (London, 1938) pp. 371-3. 
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'lines. The lattpr was expressly* designed as an answer to Marx’s 
theory of surplus- value. Indeed, preoccupation with criticism 
of socialist doctrines was prominent in most of the representa- 
tives of the Austrian School (as also with Pareto of whom we 
shall presently speak); and the theory of imputation was 
developed by Wieser* as an answer to the socialist claim 
(derived, as he thought, from the Labour Theory of Value) tha'f 
income on property represented ‘exploitation’ of labour. They, 
in company with Pareto, could well be called conscious 
apologists of the e:itisting system - and Schumpeter, indeed, 
dubbed Bohm-Bawerk “the bourgeois Marx”.* 

Wieser’s two best-known works were published in the i88os: 
the first of them, Vber den Ursprung und die Hauptgesetze des 
wirthschaftlichen Werthes (Origin and Law of Economic Values) 
in 1884, the second, Der Natiir lichen IVert (translated by 
C. A. Malloch and edited by William Smart in 1893 as Natural 
Value) in 1889. !vii:nger’s Loss Principle for imputing or deriving 
the values of producers’ goods from the values of consumers’ 
goods is developed in the direction of a tl^eory of marginal 
productivity, if in a special version of his own - Schufhpeter's 
“marginal productivity with a difference As such it rested 
on the equality of the price of a producers’ good (under con- 
ditions of competition) with what he called it» ‘productive 
contribution’ (he also spoke of this as ‘marginal contribution’ 
or ‘marginal product’). 

We have noted the Austrian use of finite units and their 
emphasis upon complementarity. ThisVas not accidental: it 
arose from their rejection of any broad classification of factors 
of production, in favour of treating each distinguishable type 
of input as a separate producers’ good to be priced by the 
imputation-process; and these latter goods had to be handled 
in terms each of its own physical unit, which could involve, 
especially in the case of fixed capital, large indivisible units and 
significant elements of complementarity. Wieser starts by show- 
ing that Mender’s Loss Principle when applied to such cases of 
complementarity would result in the 'values of all. the com- 
♦ Schumpeter, History of Economic Analysis, p. 846. t P* 9 ^ 5 * 
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plementary factors exceeding-the* value of the production* 
when the former are valued in the way that Mengcr suggested 
as equal to the total product of the ‘best’ combination less the 
product of the other factors in the combination when put to an 
alternative, second-best use). Whjle Wicser allows that pro- 
portions can commonly vary and arc by*no means always fixed, 
he takes it for granted that any such (finite) variations away 
from the combination yielding ‘the greatest attainable return’ 
are bound to affect the product adversely; and he accordingly 
offers a solution designed to be the ‘strongest’ case where 
proportions are absolutely fixed (a consideration that Professor 
Stigler seems to miss in his curt dismissal of Wicscr’s answer). 
This alternative principle of imputation propounded by Wieser 
required, however, the assumption that, while factors or inputs 
are combined in fixed proportions in each use, these proportions 
are different as between various uses. The prices of the inputs 
are then derived from the differences in technical coeffi- 
cients and differences in product-prices in the system as a 
whole. 

ThisVas illustrated, in a simplified 3-factor, 3-product case, 
in the following way. Writing z for the unit- values of the 
three factors or inputs, two of which are used in each industry, 
and putting*the values of the products (assumed to be pre- 
determined in the market, for consumers’ goods) on the right- 

• In England it was P. H. Wickstecd who considered this so-called ‘adding-up 
problem’ and sought to prove it with the ai<l of Euler’s Theorem, subject to the 
proviso that the productioiYfunction was “homogeneous and of the first degree” 
(or linear); in other words, that constant returns to scale, or constant costs, 
prevailed {Coordination of *he Laws of Production and Distribution^ London, 1894). 
Wicksell (also Walras) supported Wicksteed’s conclusion on the ground that, 
even though there might be ranges of output (of a firm) over which increasing or 
diminishing returns to scale might prevail, the assumption of competitive equi- 
librium required the firm in competitive equilibrium to be producing at mini- 
munf cost (and hence in the immediate ncighbourhoofl of the equilibrium point 
at constant cost). This would seem to leave ‘external economies* out of the 
picture. Prof. Joan Robinson, however, showed that the question at issue was 
purely formal, since even when external econamies existed (and the industry was 
subject for this reason to increasing returns to scale) it was the marginal ptoduct 
to the firm (and not to the industry) to which the price of a fttetor was equated 
in competitive equilibrium (Joan Robinson, ‘Euler’s Thcorcni and the Problems 
of Distribtftion *, The Economic Journal, September 1934, pp. 398 seq.', reprinted 
in Collected Economic Papers (Oxford, 1951) pp. 1-18). 
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•hand side of each equation, he presented the three equations 
for the* three products as follows: 

= lOO, 

+ = 290, 

= 590. 

“Instead of the one equation x-\-y = lo”, we now have three* 
equations and three unknowns, and the value of x,y and z can 
be found by solving the equations (in this case they can be 
found to be rcspcclircly 40, 60 and 70). “The productive con- 
tribution, then, is that portion of return in which is contained 
the work of the individual productive element in the total 
return of production. The sum of all the productive contribu- 
tions exactly exhausts the value of the total return.”* 

, This ingenious solution involved, however, several limitations. 
First, there have to be at least as many end-products as there 
are separatf* p ''>ducers’ goods whose prices have to be deter- 
mined. This would not be at all serious as a limiting condition 
if one were dealing with factors of production grouped in a few 
main classes or groups in the classical manner. Bu^ when 
physically-distinguishablc producers’ goods - each different 
metal, fuel or machine-tool or grade of labour or of land - has 
to be priced separately, this could be a much piore serious 
limitation. Secondly, some critics {c,g. Stigler) have pointed out 
that, since product-prices arc taken as given, this implies that 
final demands are infinitely elastic, so that product-prices 
remain unaffected by output adjustrt^ents. This objection, 
again, may not be so insuperable as at first might appear, 
provided that an appropriate equilibrium-condition {e.g, 
equality of costs and revenue) can be postulated to allow for 
some mutual adjustment of product-prices and output and 
prices of producers’ goods in the course of reaching equilil)rium. 
Wieser was, indeed, responsible for the notion that was to 
become known as alternative or opportunity-cost - that the 
usefulness of input in any one qse affected its availability 
and hence cost of obtaining it for alternative and rival uses - 

* Natural Value, ed. W. Smart (London, 1893 ) p. 88 . 
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SO that he can hardly be accused of completely ignoring thd 
reaction of producers’ goods prices on output and hence 
product-prices. 

Thirdly, there is a difficulty of more fundamental conse- 
quence : what one may call a dilei?nima concerning the assump- 
tion to be made about factor-supplies -®what on the supply-side 
*is to be taken as given?* We are back at a crucial difficulty that 
we touched on, in a preliminary manner, in the first section of 
this chapter: a difficulty which must confront any theory of 
demand-determination that operates With separate capital 
goods or inputs. If the assumption is made that what is given 
(and treated as constant) is the supply of various individual 
producers’ goods, then we have no more than what in Marshal- 
lian terms could be called a short-period (or quasi-short period) 
theory. The value of a durable producers* good such as a piece 
of machinery is derived as a ‘quasi-rent’, and will be different 
for different types of fixed capital. As we said, no uniform rate 
of profit on the diverse components of fixed capital will emerge. 
If, on the other band, the assumption of constancy is made to 
refer only to some broader grouping of factors {e,g. to capital) 
within which the relative supplies of particular items can be 
allowed to vary subject orlly to constancy in quantity of the 
genus as a wiiole, then one runs into the now-familiar problem 
of how to give an independent quantitative meaning to capital - 
a difficulty that we shall meet again (in a slightly different 
perspective) in the case of Walras and shall examine in more 
detail in relation to rnodern discussion and critique. 

It should, perhaps, be noted incidentally that if one deals 
with infinitesimal increments and continuous variation, as was 
later to become fashionable, Wieser’s solution and Monger’s 
Loss Principle can be shown to come to the same thing even in 
the fixed proportions case. There is, however, some loss of 
realism in so doing since all problems connected with indi- 

♦ Strictly speaking, if one has fixed coefficients, relative factor-supplies, cannot 
affect the result {cf. Stigler, Production and Distribution Theories^ p. 178). But if one 
regards this as the * strong cose’ only, and allows the possibility of some viriation 
in practice, then as soon as the latter is introduced, factor-supplies become 
relevant and some oostulate about them is necessary. 
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.^visibilities* are ipso facto exoluded. In terms of continuous 
variation the position can be summed up as follows. In the case 
of fixed proportions the value of a factor or input is determined 
by its utility in alternative uses. In the case of variable propor- 
tions {Le, variatfle in each industry) such quantities of the 
different factors or inputs as can be substituted for each other 
in order to obtain the same additional quantity of the product, 
must be of equal value (i.e. their prices = the ratio of their 
marginal products). 

To fill the gap in, Menger-Wieser ‘imputation’ so far as a 
theory of profits was concerned was the task of’ tht well-known 
theory of interest on capital that was the special contribution 
of Eugen von Bohm-Bawerk to the work of the Austrian School. 
This was along Jevoiiian lines, and, worked-out and presented 
with Teutonic thoroughness, it concentrated on the notion of a 
period of production as the quantitative essence of ‘ capital ’ as 
a productive factor. His two-volume work Kapital und Kapiial- 
zins also appeared in the i88os; his first and historical volume 
Ceschichte und Kritik in 1884, and the second Positive Theorie in 
1889.1 His intention of revising this work sysfematicallj^ in the 
light of discussion and criticism was prevented by fifteen years 
of preoccupation with Parliamentary affairs, during which he 
was three times Minister of Finance; until in 1905 he returned 
to academic work as Professor at Vienna (in the interval he had 
been no more than Professor Honorarius, holding an occasional 
seminar but no more). This revision of his work and reply to 
criticism was scarcely completed on his iieath nine years later 
in 1914. His well-known (and for a number of decades highly 
influential) critique of Karl Marx was written during his 
Parliamentary period in 1896.^ 

We have said that his theory of capital, which was to consti- 
tute the Austrian theory of capital as we know it, had fnajor 
affinity with that of Jevons. In treating the concept of a period 

* E.g. an important category of external economies concerned with economies in 
tlie supply of suj^sidiary products or increased specialisation, with marginal cost 
accordingly diverging from average cost. 

t The English edition, under the editorship of W. ‘Smart, appeared jjin 1890 and 
1891 respectively. X above, p. 141. 
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of production as the essence of capital, it emphasised the poten- , 
tially enhanced productivity of labour when associated with 
Monger’ or ‘more roundabout’ processes of production; the 
rate of interest being derived from the Additional productivity 
from lengthening this time period. “That roufidabout methods 
lead to greater results than direct methods is one of the most 
•important and fundamental propositions in the whole theory 
of production.” His theory also had affinity with Jevons in 
regarding capital as consisting essentially of advances 6f sub- 
sistence to labourers: that is, as being reducible basically to a 
subsistence fund. Increase of productivity with lengthening of 
the period of production would generally be in decreasing 
proportion to the lengthening: in other words, the marginal 
productivity of lengthening tended to fall. With a given quantity 
of labour, any increase of capital must necessarily result in 
extending this period (a longer period, ceteris paribus^ requiring 
more capital because of the extension of the time-dimension). 
It followed, according to familiar reasoning, that with a given 
rate of wages and a given supply of capital, a certain length of 
production-period was possible on the average; and competition 
would ensure (competition, that is, of entrepreneurs seeking 
capital with which to extend the period) that the rate of interest 
would equal^ the ratio of the additional product gained by 
lengthening the period to the additional capital required there- 
by (Jevons’s ‘amount of investment of capital’). Alternatively, 
one could express it in this form : given the supply of labourers 
competing in the market for employment (bartering their labour 
for subsistence) and also the supply of capital seeking invest- 
ment, the level of wages, the length of the period of production 
and the rate of interest were mutually and simultaneously 
determined. “In a community interest will be high in propor- 
tion as the national subsistence fund is low, as the number of 
labourers employed by the same is great, and as the surplus 
returns connected with any further extension of the production 
period continue high.”* , 

But what determines, the amount of capital seeking inyest- 
♦ The Positm Theory of Capital, trans. W. Smart (London, 1891} p. 401. 
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^ment? If this were unlimited^ *tl\ere would be no upper limit 
upon the perfod of production and no lower limit to the rate 
of interest which would fall towards zero. Here it is that Bohm- 
Bawerk places his thec^ry of capital within the framework of the 
Subjective Theoty of Value by enunciating his famous ‘sub- 
jective undervaluation ^of future goods compared with present 
goods*. From this notion all subsequent explanations of interest 
in terms of ‘time-preference’ or ‘time-discount’ (e.g. Irving 
Fisher^s) derive. It is this which can be said to provide the 
supply-side of the Austrian theory, so far as the supply of 
‘savings’ is concerned, and hence the supply of ctipital seeking 
investment at any given date. For this ‘subjective under- 
valuation of future goods’ he provides ‘three grounds’, which 
have been the subject of much (some of it tedious) discussion - 
discussion into which we may perhaps be excused for not entering. 

The first ground was stated as follows: “The first great cause 
of difference in valuation of present and future goods consists 
in the different circumstances of want and provision in present 
and future.” In other words, the future is likely to be better 
provided for and have a higher real income *than the present; 
this applying at any rate to the community as a whole, even if 
as between individuals the comparative prospect for the 
present and the future may vary (some individuals expecting a 
fall in income while others anticipate a rise). 

Secondly, “to goods which are destined to meet the wants 
of the future we ascribe a value which is really less than the true 
intensity of their future marginal utilky”, due to defective 
imagination which underestimates future needs or to defective 
will-power to resist the attraction of present needs, reinforced 
by the shortness of human life. This is obviously an irrational 
difference of valuation over time, and its prevalence has been 
denied by some.* 

' “ Present goods must have an agio, as legitimate consequence of the constant fact 
that present goods arc more useful and more desired, than future goods, and 
that they are never present and ofTcred in unlimited abundance. This agio is 
thus organically^ necessary’ (ibid., p. 336). “ IT exchange is to take place between 
present and future commodities, the existence of s6me gain is an entirely normal 
phenomenon, is indeed economically necessary” (ibid., p. 361). 
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Thirdly, the alleged technical superiority of present over 
future goods”, for tlie reason that present goods are available 
to be invested in more productive roundabout methods of pro- 
duction. It has been persuasively argued that this is not really 
a reason independently of the first ground, -and is in fact the 
basis for the expectation of a higher income in the future on 
^ which this first reason for discounting future income compared 
with present income depends.* 

In summary, Bohm-Bawerk explains: “I attempt to show 
that the technical facts of production, which I describe as the 
greater productivity of time-consuming methods of production, 
provide a partial ground for the higher valuation of present 
goods, the possession of which permits the use of those more 
productive time-consuming methods. From this point of view 
the technical and psychological facts are coordinated from the 
start.”! And drawing together the various elements of his 
theory, he concludes: “The relation between want and pro- 
vision for want in present and future, the undervaluation of 
future pleasures and pains, and the technical advantage 
residing in present goods, have the effect that, to the over- 
whelming majority of men, the subjective use-value of present 
goods is higher than that of similar future goods.” This relation of 
subjective valuation is then reflected in the market in “a^higher 
objective exchange value and market price for present goods ”•! 

During the next three decades there were few issues that 
divided economic theorists more sharply than this particular 
way of viewing capital and of determining the rate of interest. 
The theory had its devoted admirers as well as its critics. Of the 
former Knut Wicksell can be counted as one, though not un- 
critical : with some emendations and additions of his own, he 
certainly accepted the period of production and declared that 
“in this theory for the first time a real substitute is provided for 
the obsolete wage fund theory ”.§ Vber Wert^ Kapital und Rente 

* For the 'Three Grounds’ see ibid.. Book v, Chs. ii, iii, iv, pp. 249 seq. 
t GeschichU (4th ed.) pp. 301-2; cit, T, W. Hutchison, A Review of hconomic 
Doctrines, j 8 yo-jg 2 g (Oxford, ’953) p. 169. 

J Positive Theory, trans. W. %mart (London, 1891) p. 281. 

§ K. Wicksell Value, Capital and Rent, trans. S. H. Frowein (London, 1954) p. 145. 
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of 1893 was his. own restatement ‘and defence of Austrian 
doctrine. 

Among criticisms perhaps the commonest has been the denial 
that the notion of 9 period of production corresponds to any- 
thing actual in the role of capk^l in production (in which case 
it would seem that the clJissical notion of capital as ‘advances 
to labour’, however interpreted, is also denied to liave relevance 
to the problem). It has been argued, for example, that in static 
equilibrium, in the absence of investment, production and 
consumption are always simultaneous. With a constant stock 
of capital-goods (of constant age-composition) a certain propor- 
tion of this stock is being replaced each year by currently 
applied labour; and one can regard current output as being 
produced by the labour currently employed in producing these 
capital-goods for replacement, without resorting to a notion of 
labour applied at past dates in producing originally the various 
items in the exisiing stock of capital-goods in use. This would 
seem to be a valid contention when one is within the context of 
static equilibrium. What it overlooks, qua criticism of a theory 
of capital formation, is that, as soon as net investment is intro- 
duced into the picture and changes in the stock of capital, the 
consideration that enlargement of the stock inevitably takes 
time cannot be excluded; and such a consideration is’immedi- 
atcly relevant when one poses such a question as wliy the exist- 
ing stock of capital is what it is and could not be so large 
relatively to labour and natural factors as to reach ‘capital 
saturation’ and reduce the marginal productivity of capital to 
zero.* Would not something at least resembling the notion of 
a period of production then reappear and the notion o[ additions 
to final output as being produced wholly by current labour no 
longer suffice ? 

More serious, as well as apparently more fundamental, is the 
criticism of the ‘period of production’ that it cannot be given 
any clear quantitative significance. If it cannot, one can give 

* Cf. Schumpeter’s stafinicnt (echoing Bohm-Bawefk) : “if physical capital is to 
yield not only returns but also net returns, something nihst prevent it from being 
produced up to the point at which its earnings would no more than repay its 
cost’* {History of Economic Analysis, p. 926). 
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no meaning either to its constancy when calculating the 
marginal productivity of some other factor than caplital), or to 
one period being larger than another, and hence give un- 
ambiguous meaning to an, increase in ^hc period and ac- 
cordingly in the quantity of capital. When some critics argued 
that the notion involved one inevitably in infinite regress, 
Bohm-Bawerk retorted (with justification) that after a certain 
point in the regress the relevant labour-inputs becorqe so small 
as to be negligible even when multiplied by the time interven- 
ing; and he was content to measure (and compare) his ‘average’ 
period as the simple arithmetic mean of the labour-inputs of 
various dates multiplied by the intervening time.* But the real 
difficulty goes deeper. One cannot rest content with a simple 
arithmetic average, since this would not be consistent (when 
translated into value- terms) with different investments obtain- 
ing the same rate of profit (which competitive equilibrium, with 
long-run mobility of capital requires). So soon, however, as 
compound interest is employed in the weighting of labour- 
inp.nts of various dates, it becomes evident that one period of 
production with a particular time-pattern of labour inputs may 
appear ‘longer’ than another (with a different time-pattern) at 
one rate of interest and ‘shorter’ at some other rate^ In other 
words, as the rate of interest changes, different time-patterns 
of labour-inputs may change places as regards the order in 
which they stand in the ranking of ‘periods of production’ 
according to their, respective ‘lengths’.! To this problem in its 
fuller implications we shall return in the context of discussion 
and criticism of so-called ‘neo-classical’ doctrine in recent 
decades. 

Finally, there is the third stream of innovation associated with 
Leon Walras and what is sometimes described as the Lausanne 
School (alternatively the Mathematical School, in distinction 

♦ Positive Theory of Capital ^ trans. W. Smart (London, 1891) pp. 8&-9. 
t For an analogous critique of jevons’s notions of ‘amount of inve»tment* and 
'average time of investment ’ (with his assertion that the interest-rate is inversely 
related to the average^period of investment) cf. Ian Stcedman, ‘Jevtons’s Theory 
of Capital and Interest’, The Manchester School^ March 1972, pp. 31 seq.^ where it 
is cogently argued that “jevons’s theory provides no explanation pf the rate of 
interest”. 



THE ‘jEVONIA*H REVOLUTION* 203 

from the Aus*trians). Walras, who was mentioned by Marshall 
no more than three times in his Principles^ and then only 
incidentally, is described by Schumpeter as being “in my 
opinion the greatest of all economists”. The reason given for 
this accolade is that^“his^ system of economic equilibrium, 
uniting as it docs the quality of ‘revolutionary’ creativeneas 
with the quality of classic synthesis, is the only work by an 
economist that will stand comparison with the achievements of 
theoretical physics”.* Yet ‘Tiis professional contemporaries 
were mostly indiftereiit or hostile”. I Synthesis of various aspects 
of the new approach into a mathematical system of mutual 
dependence is certainly his main achievement -- this rather than 
novelty of emphasis or of exposition. But despite preoccupation 
with mathematical formalism, we have seen that he was quite 
well aw^are that the economic interpretation and causal 
implications cf his system were in essentials similar to Jevons 
or Mcnger:J namely the derivation of product-prices from 
consumers’ wants and of the value of the services of capital- 
goods and factors (Venn their productive use in the creation of 
consumers’ goods. As Walras said in liis Elements d'Economie 
Politique of 1874: “In the last analysis the utility curves and the 
quantities posscsse<l constitute the necessary and siifficient data 

♦ Schumpeter, History oj Economic Analysts y p. 827. 
t IbuLy p. 829. 

+ In his Prchice to the fourth edition of ftlnnmls Walras speaks of “the theory of 
excliangc based on thi proportionality of pnees to wtrnsitics of the last wants 
satisfied" as having been “evolved almost snnnllaiiAmsly by Jevons, Menger and 
myself” {Elements of Euie Economus^ ed. W. Jalfe (London, 195.I) p. <h)- 
speaks of “ the i\iistrian ei unoinists” as having “ < slablislii'd exactly the same 
relation between the value of Produktt and the value of Produktivmittel that I 
est:iblish(‘d ” {ibuLy p. 4.5). Tliat he was ceitainly not averse to causal iiitiT- 
prclation of his equations is shown by such stati nients as: “il it is certain that 
rarete and value in exchange are two concoinilaut and proyiortional phenomena, 
it IS equally certain that rarete is the cause ol value' in exchange” {ibid.y p. 145), 
or his reference to “underlying price deternnuauts” {ibul.y p. 146, and cj. 
p. 307). Pareto was, however, to dissent fioin Walias’s statement on the ground 
that mutual determination (by!i system of Minnllaneous equations) was to be 
contrasted wdth simple causation: “One can declare that any economist who 
seeks tlie cause o^vahu: shows that he has not iindeisiood anything of t lie. syn- 
thetic phenomenon of economic cquihbrinin ” ; it* is this “ mutual ^lept^ndt ncc 
of ecoiionnc yjheuoniena whuh renders indispensahli' the use of mathematics; 
ordinary logic can serve well enough to study relations of cause and eifect” 
(Manuel (Paris, 1909) pp. 246-7). ^ 
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for the establishment of current or equilibrium prices.” “Value 
comes from scarcity.” This standpoint he opposes to that of 
Smith and Ricardo: “the theory which traces the origin of 
value to labour is a theory that is devoid of .meaning rather 
than too narrow, an assertion that is gratuitous rather than 
ipacceptable”.* And again: “Equilibrium prices arc equal to 
the ratios of the raretes'\ wliicli are defined as “the intensities 
of the last wants satisfied for holders of the commodities ”.1 
The principle that prices in final equilibrium must equal cost 
of production, ‘'together wnth the principle of marginal produc- 
tivity, yields a simultaneous determination of prices of products 
and prices of the productive services {i,e. of producers’ goods 
or factors). Entering into such determination are the Walrasian 
‘technical coefficients’ defining the inputs needed to produce a 
unit-quantity of a given product, which he at first assumed, for 
simplicity, to be fixed coelficicnts, thereby demonstrating tliat 
his general equilibrium solution was possible with this assump- 
tion. But subsequently (in his third edition of 1896) he extended 
the solution to iht case of variable coefficients by treating the 
coefficients chosen as functions of the prices of productive 
services on the assumption that the least-cost method of produc- 
tion at any given set of prices of productive services was chosen. 

As with ^icnger and Wiescr, however, the Walrasian system 
was confronted with the question as to what to take as ‘given’ 
on the side of supply. So far as the conditions of static equi- 
librium were concerned, specific capital goods were assumed 
to be present in certain quantities as part of the data of the 
historical situation; the respective productive services of these 
being valued in the usual way, in conjunction with the technical 
coefficients and the prices of products. Durable capital goods 
then derived a value by the process of capitalising the market 
valuation of their respective productive services per unit- 
period. But no theory of profit could arise from this: the latter 
were determined as Marshallian quasi-rents, and there was no 

♦ Walras, Elements of Pure Economics, pp, 143, 202. 

t Ibid,, pp. 143, 145. He adds that “value in exchaneje, like weight, is a relative 
phenomenon; while raretl, like mass, is an absolute phenomenon” (p. 145). 
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reason why Jthe valuation of particular durable goods should 
bear any close relation at all to their reproduction-cost. To 
surmount this difficulty, Walras had resort, in a less static 
context, to a market for savings, which directed these towards 
investment in new capital ^goods that had a relatively high 
valuation compared <Vith their cost. In this way, in the course 
of a change in the amounts (and hence raretes) of diverse capital 
goods^ a tendency was established towards a uniform rate of 
return [via the value of their productive services as a ratio to 
their own value an 3 cost).* In terms of the contvoversies of the 
1930s, this has been called a ‘loanable funds’ theory. f But 
since the rate of profit has first of all to be assumed in order to 
give the value and cost of capital goods a meaning, this would 
seem to be a questionable procedure for estal)lishing, not 
• merely a tendency towards uniformity of rates of return, but a 
determinate unique level of this rate of return on capital in long- 
term equilibrium. J Indeed, as a way of constructing a theory 
of profit, this resort to a market in ‘savings’ becomes more 
curious and more questionable the more one examines it. 

One could carry criticism of this approach further in terms 
such as these. II' the situation is handled in terms of concrete 
capital-goods (dispensing with the genus of ‘capital’ as a sup- 
posedly scarce fiictor), then if these goods are* reproducible 
there should be no reason for any positive rate of profit at all in 

• Ibid.y pp. 267 306. 

t F. A. Lutz, The Theory of Interest (Dordrecht, 1967) p. 81. 

J Cf P. Garcgnani, // Capitate nelle Teorie della *Distribuzione (Milano, i960) 
pp. 1 1 2-2 1. Wicksell regarded Walras’s theory on this point as “certainly 
incorrect” and as resting “upon incorrect assumptions”, hence it “cannot be 
regarded as definitive” (because lacking the Jevons-Bohm-Bawerk concept of 
a period of production and the marginal productivity of lengthening this) 
{Valuey Capital and Rent (London, 1954) p. 167). He later pointed out that “it is 
futile to attempt - with Walras and his followers - to derive the value oS capital 
goods from their own cost of production or reproduction; for in fact these costs 
of production include capital and interest . . . We should, therefore, be arguing 
in a circle” (Lectures on Political Economy, trans. E. Classen (London, 1934) 
Vol. I, p. 149). In the same context he drew attention to the crucial consider- 
ation (although without developing its implications, save for a minor anomaly) 
that “whereas labour and land arc mcasurccl each in terms of its own technical 
unit . . . capital, on the other hand ... is reckoned, in common parlance, as a 
sum of exchange value ... In other words, each particular capital-good is measured 
by a unit extraneous to itself” (ibid., p. 149). 
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strictly static conditions.* If all inputs other than labour are 
produced inputs, whence the specific ‘scarcity’ from ‘which 
profit is supposed to arise? If assumptions of full static equi- 
librium are consistently adhered to, then production in the 
capital-goods sector of the econom^y will tend to be enlarged 
until the output of these goods is severally adapted to the need 
for them; this need consisting of current replacement of the 
existing (equilibrium) stock of machines, etc. in industries 
producing for the consumer (on a scale determined by final 
demand) and Jn the capital-goods sector its’elf. With the supply 
of them fully adapted to the demand for ihem for purposes of 
current replacement, there will no longer be any ground for 
their prices to be above the (prime) cost of their own current 
replacement (or depreciation).! At any rate, this will be the 
case in static equilibrium with fixed coefficients: i.e. with a, 
single available technique in each industry. 

But will not this cease to be the case if the assumption of fixed 
coefficients is dropped? Then each industry will be confronted 
with a whole set of alternative techniques (Professor Joan 
Robinson’s ‘spectrum’); and as profit (or interest) falls, in- 
creasingly costly, more capital-intensive equipment will become 
economically viable. In face of these (possibly infinite) possi- 
bilities of ‘deepening’ will not the ‘scarcity’ of capital-goods 
re-emerge, since existing •productive resources will set a limit 
to the possibility of extending the ‘deepening’ process further, 
and hence to the extent to which resort can be had to the more 
attractive, yet costly, capital-intensive types of equipment? 
Accordingly a positive rate of profit reflecting this scarcity at 

* In this connection cf. Keynes’s judgement: “I feed sure that the demand for 
capital is strictly limited in the sense that it would not be difficult to increase the 
stoc'l^of capital up to a point where . . . the aggregate return from durable goods 
in the course of their life would . . . just cover their labour-costs of production 
plus an allowance for risk and the costs of skill and supervision” {General Theory 
(London, 1936) p. 375 )- 

t in the mind of Walras this possibility might have been excluded by the assump- 
tion that saving would have fallen to zero before this position was reached - 
in other words, the assumptiori of a positive supply-price bf saving. But this 
seems a precarious assumption on which to rest a theory of profit-determination, 
especially in modern conditions of large-scale collective saving in the farm of 
company reserves. 



THE ‘JEVONIAN* REVOLUTION* 207 

any given date will emerge. Bftt what we should have here 
would be fio longer a stationary state with zero net investment : 
so long as the ‘deepening’ process continued, there would be a 
progressively changing situation characterised by positive in- 
vestment and growtVi. Its long-period outcome, however, would 
be again a stationary equilibrium with zero profit, even if the 
period be an exceptionally long one. In the absence of tech- 
nical progress, the ‘deepening’ process would then be complete. 

A possible way-out could be (one might call it, perhaps, neo- 
Walrasian) to appeal tfo some or all of Bohm-Bawqrk’s ‘three 
grounds* and to make willingness to augment stocks of capital- 
goods dependent up6n the subjective discounting of future 
goods compared with present goods. This subjective time- 
discount would form the basis of a positive rate of return which 
all ,the several capital-goods would need to earn in order to be 
produced initially, or retained in use in certain quantities, and 
hence of a posilivt (and uniform) equilibrium-rate of interest. 
One need hardly add, perhaps, that such a subjective expla- 
nation, if it avoided the difficulties associated v;ith the notion 
of capital as a factor of production,* would share the inherent 
defect of any theory that starts from the preferences or 
behaviour-reactions of individuals : namely, in abstracting from 
all social influences over individual desires and behaviour and 
in ignoring the distribution-relative nature of any 'aggregation 
of such individual preferences or actions. It is well to remember, 
moreover, that in equilibrium-systems of this kind one may be 
presented with a set of identities with little or no explanatory 
value. I 

Whatever may be the logic of stationary states, the majority 
of economists may well feel impatient with attempts at exploring 
them, and refuse to contemplate anything more abstract than 
a Marshallian long-period equilibrium with positive net in- 

' One may well ask whether it would, indeed, escape the type of criticism levelled 
by Dr L. Pasinetti against the Fisherian explanation (in Economic Journal^ Sept. 
‘1969, pp. 508-29), seeing that the values of the c&pital goods would themselves 
change with changes in the rate of profit (notably \yhcn several distinct capital 
goods were combined in one line of production). 

’ See above pages ii-i2. 
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vestment and ‘secular growth’. With a ‘moving equilibrium’ 
of this kind, Walrasian ‘scarcity’, as applied to capital-goods 
in general, might seem to be relevant - otherwise continuing 
capital accumulation would have no point. But so far as explain- 
ing profit in terms of Walrasian, ‘scarcity’ is concerned, one is 
now on another horn of dilemma. Mengerian-type imputation 
is at least plausible to the extent that production has the form 
of a straight-line process of given inputs maturing into final 
outputs. But once continuing net investment and growth arc 
introduced^ a significant part of the pioductivc process must 
have the form, instead, of a circular loop, with outputs ploughed 
back as fresh inputs* before they have had a chance to emerge 
as final consumers’ goods. It is hard to see how and why in these 
circumstances income-distribution should be determined by the 
pattern of consumers’ demand rather than by characteristics of 
the growth-process (and the pattern of production appropriate 
thereto). According to a now-well-known theoretical growth- 
model of von Neumann, with a constant (given) real-wage, 
growth is maximised when prices are such as to make the 
profit-rate equal to the growth-rate. | The profit-rate is here 
independent both of the pattern of final consumption^ and of the 
existing stock of capital ; and if it is independent of the latter 

• Part of these, it is true, will appear as wage-goods for additionally employed 
labour - so fr.r as employment is expanding - but a part of them (output of the 
capital goods sector) will represent raw materials and components and new 
machines'etc. to equip new production processes that arc being started, 
t J. von Neumann, ‘A Model of General j^uilibrium ’, Review of Economic Studies, 
Vol. XIII, No. I, 1945-S pp. 1-9. If there be consumption out of profit, the rate 
of profit, on the assumptions of the Neumann-model, will exceed the growth- 
rate; the latter will be equivalently lower than its potential maximum (in 
face of the given real wage level) and the share of profit in total output will be 
equivalently larger. In other words, capitalist extravagance in consumption 
benefits capitalists as a class but harms the economy (contrary to the Lauder- 
dale-Malthus thesis). See below, pp. 222-3. 
t Se it noted that this refers to the pattern of relative demand for various goods 
(and the degree of their satisfaction), and not to total demand for output. It 
stapds to reason that profit can only be realised on output that is sold, and must 
in this sense be limited by total dema.id (investment plus non-wage-earner 
spending). Nor is this inconsistent with the ratio of profit to wages jbeing equal 
to the ratio of surplus to necessary labour-time (provided ^ihe latter isi interpreted 
to m^n the labour sp^^nt on pr<^ucing wage-goods). But either of these state- 
ments is quite different from a Walrasian-type derivation of relative factor- 
prices from demand. 
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as well as of the former, any kind of explanation in terms of 
factor-proportions or relative factor-scarcity manifestly fails in 
relevance.' 

Walras’s successor in the Chair at Lausanne, Vilfredo Pareto, 
was to develop the theory of consumers’ demand in terms of 
Edgeworthian ‘indiffe*'ence curves’, exhibiting demand-curves 
as derivations of these. In the course of doing so he summarised 
the problem of general equilibrium in a much-quoted phrase 
as being the outcome of conflict between tastes and the obstacles 
to their satisfaction {i.e. obstacles arising from circumstances of 
production and the limitation of factor supplies) if This he did 
in two main works, the Cours d'Economie politique of 1896 and the 
Manuel of 1909. He is usually taken as being the first explicitly 
to divorce the theory of demand from its roots in Hedonism 
,and Utilitarianism: defining as he did Utility (or Ophelimite as 
he preferred to call it) simply as ‘Desiredness’ - the quality of 
being desired a consumer, irrespective of whether it is 
capable of giving real satisfaction and contributing to the con- 
sumer’s welfare. As such he treated it as a purely ordinal 
magnitude, and moreover as something that was not compar- 
able as between individuals, and hence not capable of being 
added together in order to form a total for a group or for society. 
Beyond this and an emphasis on the greater realism of assuming 
fixed coefficients for dealing with problems of, production and 
the determination of factor-prices (“coefficients are partly 
constant or almost constant and partly variable”),! and some 
excursions into applied problems, he did little more than trans- 

• Professor Sir John Hicks has suggested the possibility of a compromise (and 
apparently pragmatic) position: “I would not now maintain that ihe theory of 
factor distribution is that which runs in terms of production functions and 
elasticities of substitution, but I would not abandon that theory altogether. The 
light that it casts upon the practical problem may not be a very bright light, but 
neither is that which is cast by the (Growth Equilibrium theory. We ne 'd, at the 
least both of these approaches” [Capital and Growth (Oxford, 1965) p. 172). This 
conclusion seems to rest on the presumption that it is possible to have a plurality 
of partial truths and that to admit this is pragmatically justified. But it scarcely 
seems possible to go far in this manner without becoming involved in uncertainty 
and contradicilion (unless the implication be that the two theories arc re- 
concilable). 

t Cf. Manuel d'^onomie Politiquey (trans. A. Bonnet, Pai is, 1909) pp. 150 seq, 

J Ibid.f p. 636. 
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late the Walrasian system intg a more accessible form. In later < 
years his interest was to shift towards sociology on which he 
was to write a treatise. 

The contrast, and opposition, between the mathematical 
‘interdependence’ of the Walrasian system and what has been 
called the ‘causal-genetic’ approach of^the Austrians the 
letters’ emphasis on simpler straight-line linkages of cause and 
effect) was specially emphasised by Pareto; this bearing some 
analogy with Marshall's attitude towards jevons (although in 
the main Marshall eschewed mathematic? 1 methods, outside 
appendices, atid favoured a ‘partial equilibrium’ approach). 
In this respect Pareto managed to be plus royaliste que le roi, and 
even expressed disapproval of certain statements of his pre- 
decessor which he thought yielded too much to the ‘causal’ 
view.* In this exclusive emphasis on mutual dependence he 
seems to have been as crudely one-sided as Jevons or the 
Austrians sometimes were in the opposite sense of depicting 
situations or processes in too simple uni-directional causal 
chains. To some extent, no doubt, the contrast can be explained 
by concern with different levels of abstraction. But enough has 
perhaps been said in our first chapter to suggest that the 
dichotomy is an unreal one, so far at least as the subject-matter 
of economics is concerned, and that once a system like the 
Walrasian is given an economic interpretation - and a fortiori 
economic application - a determination of some factors by others 
nece.ssarily emerges. This is, indeed, how the master himself 
seems to have regarded,, it; and in such an interpretation any 
substantial difference between his approach and that of the 
Austrians or of Jevons surely disappears. 

♦ E.g. the passage to which we have already referred in EUmentSy pp. 307-8, and 

Pareto’s comment in Manuel, p. 246n. 
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REKINDLING OF DEBATE 
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According to Professor Shackle the 1920s saw the opening of an 
“Age of .Turmoil”, succeeding “the Age of Tranquillity . . . 
across the great divide of the 1914-18 war.”* To most econo- 
mists of the time the nlajor theoretical innovations since then 
would appear to have been the so-called ‘ Keynesian revolution’ 
(eclipsing the ‘Jevonian’) and the attempt of Growth Theories 
from the 1940s onwards to supply something by way of an 
economic dynamics to redress previous concentration upon 
static equilibrium. These developments are commonly and 
alternatively described as a shift of focus back again from 
‘microscopic’ phenomena to ‘macroscopic’, with which the 
classics were more largely concerned - to a concern with 
aggregates and with aggregate relations instead of with par- 
ticular products and their individual prices. The two events 
following in fairly quick succession, the one upon the other, 
were clearly not unconnected, since interest in the wider 
horizon was implied m Keynesian preoccupation wi^h levels of 
aggregate output and employment; and it w^as an easy and 
rather obvious passage from examining the determinants of the 
level of output in macroscopic perspective to examining the 
reasons why the level of output changed. 

To these two developments some woula no aoubt feel inclined 
to add two others as being worthy of comparable emphasis. 
First, the new theory of ‘imperfect competition’ and ‘monopo- 
listic competition’ (associated especially with the names of 
Joan Robinson and Edward Chamberlin) f deserves to be 

• G. L. S. Shackle, The Tears of High Theory (Cambridge, 1967) p. 289. 

t Henry Sidgwick, in listing his “qualifications and exceptions” to Laissez-faire^ 
had drawn attention to the quite common case under competition where “each 

* producer thinks hiffnself likely to gain more on the whole by keeping up the price 
of his services rather than lowering it to attract cus^^m”;. associating this with 
retail trade and “established goodwill or business connection” anc>with the 
“social waste” of advertising {The PriruipUs of Political Ecoru}my,2nded, (London, 
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, I , 

regarded as an outstanding •landmark on the horizon ofothc 
inter-war decades. A landmark it certainly was so far as the 
interest it aroused among academic economists at the time and 
the attention devoted to it.* Its stoi*y has been very fully told 
by Professor Shackle| and It would be pJointlcss to duplicate 
his admirable account. It can'be said, however, of this develop- 
ment, important as it no doubt was in its own right, that it 
affected relatively little the general corpus of economic theory 
as an analytical and conceptual framework. In one respect, 
namely for the policy-implications of theory, it was quite 
devastating: namely, in dealing a fatal blow to the doctrine of 
laissez-fdire so far as this rested on the alleged ‘optimising’ 
character of a regime of competitive pricing - for which reason 
many stoutly resisted the conclusion that the resulting prices in 
an ‘imperfect’ market were likely to diverge significantly fifom 
those of perfect competition.! Perhaps one of the most un- 
settling conclusions that emerged (from Chamberlin’s treat- 
ment of selling-expenditures, to which the level and elasticity 
of demand were related) was that once advertising and sales- 
manchip were admitted as a market influence, very little could 
be definitely said about price-determination, let alone about 
‘normal prices’, since demand had so largely beegme the 
creature o/ the ‘adman’ and the so-called ‘hidden persuaders’. 
At first attCiHtion was focussed on imperfect competition as a 
theory of pricing at the microscopic level of particular industries 
and product-markets. Little attention was paid§ to its signifi- 

1887) p. 411). One n»ight regard the theory of imperfect competition as a 
working out and generalising of this case. 

* It could be said to have developed largely out of a discussion in the rgsos about 
increasing returns, both privately in Cambridge and in the pages of The Economic 
Journal -3, discussion sometimes referred to as ‘empty economic boxes*. This 
discussion raised the question; how is the existence of economics of scale, if 
internal to the firm, consistent with the existence of (apparent) competition? 
Cj. R. F. Harrod, ‘Theory of Imperfect Competition Revisited*, Economic 
Essays (London, 1952) p. 174: “The ‘Law of Increasing Returns* played an 
important part in the origins of thought about imperfect competition. ** 
t Shackle, Years of High Theory^ Chs. 3-6. This author very justly begins the story, 
and dates the discussion, from the famous Sraffa-article in The EconotkU Journal 
of 1926, which he dubs “the'Sraffa Manifesto of 1926** (?^*V/., p. 12). 

{ Cf Harrod, Economic Essays, pp. 139 seq, 

§ The exception was Joan Robinson’s chapter, ‘A World of Monojpolies* in 
Book X of The Economics of Imperfect Competition (London, 1933). 
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carSte on a macrqscopic scale. So' far as its significance for the 
theory of distribution was concerned, this was left for Kalecki 
to develop as a distinctive contribution; and to this we shall 
revert when we come to him in another context. 

Secondly, much discussion (tq judge e.g. by space in journals) 
was devoted to the development of what came to be called 
‘welfare economics* (even ‘the new welfare economics’)* as a 
special application, if not a special branch, of economic analysis. 
Such discussion was stimulated particularly by a neo-Paretian 
vogue for denying the plossibility of inter-personal comparisons 
of mental states, and hence of utility or welfare, and for purging 
normative economics of considerations concerning income- 
distribution. For economics in its relevance to policy-making 
this new branch of normative (or ‘optimising’) applications 
has» at lezLSt potential importance that makes it deserving of 
some attention. 

Economists who (like Schumpeter) attach special value to the 
perfecting of formal techniques of analysis would doubtless 
wish also to emphasise the rapidly growing vo^ue of mathe- 
matical economics and econometrics since the Second World 
War. This vogue was stimulated in part by Leontief’s pioneer- 
ing work in input-output analysis; but it could also be regarded 
as reviving and extending the tradition of a pioneer such as 
Cournot, of Jevons, the little- (or less-) known Auspitz and 
Lieben and Dmitriev and above all of Walras. Perhaps this 
development might have come sooner but for the weight of 
Marshallian influence (in English-speaking countries, at least) 
in playing down mathematical formulation as unsuitable in the 
main to the problems with which economics had to deal. To 
this day opinion has varied quite sharply on how- far it is at 
best mere formal refinement and how far a substantial contryt)u- 
tion to economic understanding - or, in Wicksteed’s phrase, a 
“reagent that will precipitate the assumptions held in solution 
in the verbiage of our ordinary disquisitions”.! 

♦ Of, G.J. Stigler, ‘Ifhe New Welfare Economics*, American Economic Review, 

Vol. XXXIII, No. 2, June 1943, p. 355. 

t P. H. Wicksteed, An Essay on the Coordination 0/ the Laws oj Distribution (London, 

1894) p. 4. 
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Finally (and chronologitalfy most recently) there has beert a 
growing critique of economic theory in its post-Jevoman dimen- 
sions and conceptual framework, particularly as a theory of 
distribution, to which we shall devote cxclqsive attention in the 
next and final chapter. This critique has gathered momentum 
in recent years, and especially since ^960. To those outside the 
range of this critique, or unconvinced by it (and these may well 
include the great majority of transatlantic economists), the 
attention here given to it may seem excessive. But this attention 
at least accords with the interpretatiorf that we have adopted 
of earlier (especially classical) doctrinal trends; and consistency 
in this respect must be (in part at least) itsjustification or excuse. 

The ‘ Keynesian Revolution ’ can scarcely be put on a level with 
the Jevonian, despite its author’s statement that “the matters 
at issue are of an importance that cannot be exaggerated 
For one thing, its effect upon the general conceptual frame- 
work of economic theory went less deep, whatever the signifi- 
cance of its policy-implications for the conduct of a modern 
capitalist ecoijomy may have been. More evidently and 
direCTcly than in the case of that earlier event, it reflected con- 
temporary events and problems: namely, the deflation, wage- 
reductions and unemployment of the 1920s and the.«- world 
economic %crisis and accentuated unemployment of 1929-32. 
What the doctrinal change illustrates particularly well is the 
strength with which existing theory that has hardened into a 
dogma can exert a paralysing effect upon the human mind and 
Vision, blinding it fo the most obvious truths thrown up by 
experience and inhibiting the capacity for even asking the right 
questions {vide the well-known reference in the Preface to the 
General Theory to the author’s ‘Tong struggle of escape - a 
struggle of escape from habitual modes of thought and expres- 
sion”, i.e. escape from old ideas “which ramify, for those brought 
up as most of us have been, into every corner of our minds”). 

• J. M. Keynes, General Theory of Employment^ Interest and Moruy (Londoil, 1936) 
p. vi. He himself did not cl&im that his book would revolutionise economic 
theory^ but he did that it would “largely revolutionise . . . the way the world 
thinks a*bout economic problems “ (Letter to Bernard Shaw, cit. in R. F. Harrod, 
Life of 3, M. Keynes (London, 1951) p. 46a). 
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• The ideas involved in this Arresting change were admittedly 
extrcniely simple, even though they exercised something like 
a shock-effect on minds reared in traditional habits of thought. 
They did nothing to challenge or disturb the existing (post- 
Jevons) theory of value ai^^ distribution, and may be said to 
have moved within it As a general framework. They challenged 
traditional doctrine only at one crucial point: namely, it« 
assunyDtion of a unique position of static equilibrium, with full 
employment of all available productive resources as a necessary 
condition.* Although in practice various frictions^might impede 
the attainment of such an equilibrium at any one time, the 
system was supposed to have an inherent tendency towards it; 
with the implied corollary that policy should be directed to- 
wards modifying or removing the frictions rather than to any 

• other kind of intervention. The reason for the assumption was 
that in any otlier position than the unique one relative prices 
in the system (including hictor-prices) would tend to move, and 
such movement, whether large or small, would suffice to shift 
output and employment towards equilibrium:'!' whence the 
corollary that if there were signs of permanent unemployment, 
this must be evidence that wages were too high (a corollary of 
Pigou’s theory that Keynes w'as especially concerned to attack). 
As against this contention, the new theory asserted the possi- 
bility of equilibrium being attained at airy level of output and 
employment {i.e, employment of labour and of productive 
equipment) ; with either no necessary tendency in such a situ- 
ation for relative prices to shift or in the event of such a shift 
no appropriate response on the part of output and employment. 

This was, of course, harking back to the controversy between 
Ricardo and Mai thus about ‘ gluts ’ and the traditipnal interpreta- 
tion of ‘ Say’s Law ’ as meaning that a state of general over- 

♦ Keynes interpreted this to imply that “the utility of the wage ... is equal to 
the marginal disutility” of labour at a given level of employment, and the wage 
simultaneously “equal to the marginal product of labour”, thus excluding the 
possibility of “involuntary unemployment” in his sense of the term {General 

t It was this assumption that Oskar Lange was concci .led to examine critically in 
his important (but at the time too-neglecied) study. Price Flexibility and Emplojh 
ment (Bloomington, Indiana, 1944). 
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production was impossible becaifee in general “$upply always ^ 
creates its own demand”.* Keynes himself recognised that he 
was retracing the steps of this old controversy, and sought to 
rehabilitate Malthus (also other heretics of like tendenz such as 
J. A. Hobson) as one who had seen the truth and championed 
it against Say and Ricardo (which had the incidental dis- 
advantage of causing him to identify the traditional view that 
he was opposing with the ‘classical schoor). This reference to 
Say’s Law and its specific corollaries might lead one to assign 
the new doctrine to the pigeon-hole of ‘trade-cycle theory’, as 
a special explanation of how depression can become chronic - 
even in Schumpeter’s phrase a new type of “breakdown 
theory” (“though Keynes’ ‘breakdown theory’ is quite 
different from Marx’s, it has an important feature in common 
with the latter; in both theories, the breakdown is motivated by 
causes inherent in the working of the economic engine, not by 
the action of factors external to it”). I But to relegate it to a 
specialised department of the subject in this way would be to 
belittle its generality and its significance as a critique of 
accepteef theory of market-equilibrium at a rnacro-lcvel. 

The justification of the contention that ‘supply creates its 
own demand’ is that all income is either consumed or invested, 
and hence in nne way or the other is spent as demand for out- 
put either in the market for consumers’ goods or in the market 
for capital goods (or for labour). This was the sense of Ricardo’s 
assertion: “I deny that the wants of the consumers generally 
are diminished by parsimony - they are transferred with the 
power to consume to another set of consumers. It was equiva- 
lent to saying that investment always equalled saving: that if 
the latter increased or decreased, it would in some esoteric 
manner bring about a change in investment in the same direc- 
tion and of equivalent amount; and this irrespective of whether 

♦ Cf.: “The gist of this Keynesian criticism [of orthodox economics] be 
summed up simply as a flat rejection of what has come to be known as Say*s Law 
of Markets” (Paul Sweezy in Science and Society (Fall, 1946) reprinted in S^mour 
Harris (cd.), The New Economics (New York and London, 1947-b) p. 104). 
t In Seyinouf' Harris (ed.), New Economics^ p. 94. 

t Notes on Malthus t Vol. 11 of Works and Correspondence, ed. Sraflfa, p. 309. 
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those who did •the saving and those who initiated investment 
were identical people {e.g. some early Victorian captain of 
industry) or quite diffg-enl persons. To the ears of common- 
sense tills was a, strange, if i\ot monstrous, assertion. Was 
income never ‘hoarded’? DitUindividual thrift never take the 
form of holding money or adding to bank deposits ? Everyday 
observation suggested that this was certainly a common case. 
Whose piagic wand decreed that every increase of bank or 
savings deposits would be forthwith matched by increased 
investment by businesses? The economists’ answer to this, 
sometimes but not always made explicitly, was that interest- 
rates were the equilibrating mechanism. Like any other price 
in a market, interest could be represented as varying as the 
intersection of a supply-schedule of savings and a deniand- 
sohedule; the latter depending on the desire or willingness of 
business entrepreneurs to borrow funds to finance investment. If 
the will to save increased in face of any given interest-rate, this 
was equivalent to a shift in the supply-schedule to the right. 
With demand for borrowing unchanged, this would involve a 
point of intersection at a lower interest-rate: in other words, 
interest-rates would fall until more borrowing was encouraged 
and hence more investment. Equality of saving and investment, 
if not true at each moment of time, existed as a coittinual and 
fairly quickly-operating equilibrium- tendency in the presence 
of a developed capital- and credit-market. 

It was this very pivot of Say’s Law that became the cciU.ial 
point of Keynes’s attack against what he chose to call the 
‘classical’ doctrine. He denied that the rate of interest could be 
regarded as determined by the supply and demand for savings, 
or that the interest-rate could be regarded as a •mechanism 
whereby changes in the desire to save exerted a causal influence, 
in the requisite sense, upon the level of investment. It could not 
be so regarded because the gimount saved was a function, not 
only of thriftincss, the distribution of income and the rate of 
interest, but alsf of the level of total ’incomi' ; and the latter 
could not be regarded as independent of the amount of 'invest- 
ment (and hence of the level of output and employment). If 


DTV 
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the two equations defining respectively the supply- and 
demand-schedules were not independent, the traditional view 
of the determination of interest-rates v as fallacious.* 

This denial of the crucial role of the interest-rate as eqiii- 
librator of saving and investrnert led directly to the Keynesian 
theory of employment-determinants. Civen the ‘propensity to 
consume’, and hence the proportion of any given income that 
will be spent by individual consumers (on which the size of 
R. F. Kahn’s ‘Multiplier’ depends), the level of output and 
employment will be a function of investnicnt. According to the 
level at which investment (also consumption) stands, the lev^el 
of output and employment may be almost anything between zero 
and full-capacity output. There is at any rate no longer any 
unique level to which the system is necessarily tending. So far 
as investment consists of private investment, it will remain 
governed by the ‘marginal efficiency of capital’ (anticipated 
profitability), modified, on the one hand, by ‘expectations’ 
(powerfully swayed by ‘business mood’ and tlie like), and on 
the other hand .by the cost of borrowing, namely the prevailing 
rate of interest. So far as it was public investment by govern- 
ment bodies, such considerations might well not enter in, and 
its volume would simply be postulated as an independent 
variable. Thus was the causal emphasis of theory reversed: 
instead of any change in saving being translated in to an equ i valent 
shift of investment, investment became the independent and {via 
income-changes) the volume of savings the dependent variable t 

♦ Cf. R. F. Harrod in Seymour Harris (ed.) New Economics, pp. 593-4: “I suggest 
that the most important single point in Keynes’ analysis is the view that it is 
illegitimate to assume that the level of income in the community is independent 
of the amount of investment decided upon. No results achieved by the short-cut 
of such an a^ssumption can be of any value.” 
t In the Treatise on Monty of six years earlier something of this kind was already 
hinted at. There the excess or deficiency of investment compared with saving 
was depicted as playing the crucial role in determining business profits and 
movements in the price-level. In the General Theory, howc\ er, saving and invest- 
ment were so defined as to be always instaritaneou.sly equal (the former being tlic 
diflerence between individual and company incomes anc’ what wa| spent on 
consumption; the latter the^difierence between total output and consumption 
goods sold; changes in stocks being automatically inefuded in investment). 
Hence changes in investment effected a change in output and incoime ‘until* 
saving had changed by an equivalent amount (the higher the saLving propensity, 
the lower the investment-multiplier and conversely). 
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What ther^ of the rate of interest: ij it had lost its role of 
balancing saving and investment, where did it fit in and how 
was it determined? I^ere came the second arresting novelty. 
Interest was converted virtuaUy into a money rate - something 
influenced on the one hand’ i:)y monetary policy (affecting the 
supply of money avaflable) and on the other hand by th^ 
current attitude towards it as something worth holding {qua 
bank-tleposit, e.g.) in preference to other assets {e.g. bonds). 
This latter constituted the famous Tiquidity-prcferencc’ - a 
preference powerfufly influenced by expectatioHS (or uncer- 
tainty) a])out future movements of interest-rates (and hence of 
bond-prices: e.g. if bonds were held, there could be consequen- 
tial capital gains or losses, the efl'ect of which might swamp that 
of interest accruing as yield on the bonds). Lest this should 
■open the door to the purely ‘monetary theorists’ of trade 
depression and trade cycles, it was empliasised that tliere was 
an important limit to the power of monetary policy per se to 
influence the interest-rate in a downward direction: the famous 
‘liquidity trap’ when the preference-schecKile for liquidity 
became highly (in the limit infinitely) elastic. Thereby emphasis 
was thrown upon tlie direct stimulation of investment, including 
extension of government investment, as the policy-specific for 
curing depression and unemployment. 

It may be remarked that while this constituted a theory of 
depression, precisely fitting the context of discussion within 
which Malthus and all underconsumptioipsts had written, it also 
held out the possibility of chronic or secular stagnation as the 
spur to private investment weakened. This was an aspect of the 
matter (tlie so-called Stagnation Thesis - fiercely contested by 
many)* that was developed in particular by Alvin Hansen in 
the U.S.A., with the circumstances of the 1920s and iq^os in 
mind; and it was this that provoked Schumpeter's reference 
that we have quoted to a certain affinity with the explanation 
of crises by Marxian writers. With cither the social implications 
or the details of the latter Keynes himself^ o^ eourse, would have 

An nutsCinaing, but far from solitary, example in America was Professor T. 

McCord Wright, 


8-3 
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had scant sympathy: despite an inclination epah^r les bourgeois 
and to patronise heretics, he went no further than the position 
of an interventionist liberal, alive to the needs of his time; 
and his aversion to socialist ideas hardened rather than abated 
as the decade of the 1930s advanc^ed. The policy-implication to 
which his new theory led was, as he hirrfself saw it, the need for 
(and the viability of) a concerted ‘full employment’ policy by 
government through the instrument of State spending or invest- 
ment, and fiscal or budgetary policy; the precise admixture of 
which was for practical experience, illuihinated by the new 
concepts, to decide. Others may have seen the theory as point- 
ing further; but it can hardly be decided on simple a priori 
grounds whether they were right or he. 

What of the pre-Kcynesian contention that ‘wage-flexibility’ 
(meaning in practice wage-reductions) would always suffice to 
lessen unemployment, by widening profit-margins and stijnu- 
lating increased output and investment? Keynes’s answer was 
again a contemptuous, iconoclastic denial. How could it be 
assumed that the price-level would not fall if wage-cost fell ? 
In all probability prices would fall pari passu with wages, in 
which case the alleged stimulating efl'ect would be nil. This 
probability could be held to rest, cither on the conct^ption of 
competition' in a buyers’ market in the short-period quickly 
aligning prices with (m'arginal) prime costs,* or upon the 
assumption 6f non-wage-earners’ demand being fairly inelasticf 
in the short run, so that any response that this demand might 
make to an initial price-fall would involve a time-lag, daring 
which (unless the propensity to consume generally had risen) 
non-wage incomesj would very soon have fallen by as much as 
had the price-level. About the only concession he was willing 
to iqake to his critics was that there might possibly be some 
positive influence on investment through the small backdoor 

* Or, in the case of imperfect competition or monopoly, equating marginal revenue 
and marginal cost, with price still bearing the same proportionate relation to the 
latter a3 it did before. < 

■f Kalccki, whom we mention immediately below, cxplicitlyi assumed that *^thc 
personal consumption of capitalists is relatively inelastic” {Studies in tke Theory 
of Business Cycles 1 933-30 (Warsaw and Oxford, 1966) p. 3). 

{ At any rate those ol profit-receivers. 



221 


REKINDLINQ OF QEBATE 

of the transaction-demand for holding money and hence on 
interest-rates (but if so, why not achieve a like result simply by 
expanding the supply of money?). 

When we cornjc to Michal Kalccki, whose criticism of previ- 
ously accepted doctrine ranjon closely similar lines, we meet 
categories of thought* that are much more reminiscent of 
Marxist discussion of the so-called ‘realisation problem’. His 
work could, indeed, be regarded as a formalisation of that 
‘realisation problem’; and, except for his starkly formal and 
mathematical presentation, Marxists could find Uiemsclves in 
a familiar world. One source of inspiration for him is clearly 
Rosa Luxemburg;* and since his first enunciation of his theory 
anticipated (quite independently) the General Theory by three 
years, economists could have spoken (and some have) of the 
.‘Kalcckian revolution’. But since his early writings were 
mainly in Polish,! they made no immediate impact upon 
Anglo-Saxon or even continental discussion. J 

Tlie position from which Kalecki started was a remarkably 
simple one, even if the conclusions to which k led had the air 
of sharp paradox. He used a simplified tw o-class model of wage- 
earners and capitalists (the former spending all their earnings 
and the latter doing all the investing), in which such profits 
(gross) as capitalists as a class arc able to realise* in a closed 
system depend upon the amount that this class itself spends on 
consumption and gross investment. [P = C-f yl, w^hcre G stands 
for goods consumed by capitalists and A for gross accumulation 
of capital - it was as simple as that !)§ Applying this to the 
mechanism of business cycles, he assumed that accumulation 
or investment would vary with the expected rate of profit on 
capital: a rate (and hence motivation to further# investment) 
that would vary positively with investment itself, but negatively 
with the existing stock of capital, whose rate of change itself 

* This he acknowledges in his Foreword to tbid.^ p. i , where he speaks of “ a certain 
affinity” with the tlicorics of Ro 5 a I.uxcmburg. 
t Save one article in Revue d'Kconomie Politique, March-April 1035. 

' X They only bcgan*to do so after the publication in Enghsh in 1939 of his Essar, 
in the Theory of Economic Fluctuations. 

§ He then divides C into a constant part ^ proportional to gross 

profits, which he writes as XP, so that P = Bf,-\-XP-\- A. 
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• ii 

depended (subject to a short tirlic-lag) on investment-activity# 
in the recent past (or in a slump on ^investment) . In a business- 
upswing, after a certain time, the second influence - increase 
in amount of capital equipment - starts to put a brake on “ the 
rate at which investment activity js increasing, and at a later 
stage causes a decline in investment orders”. Hence the upswing 
or boom is destined to be no more than short-lived. Once 
declining investment has reached the point where it no longer 
covers current replacement, the stock of capital also starts to 
decline, the mechanism goes into reverse and a cumulative 
depression sets in until decline in the rate of profit is halted. 
As he was to put it later: ‘'The tragedy of investment is that it 
causes crisis because it is useful. Doubtless many people will 
consider this paradoxical. But it is not the theory which is 
paradoxical, but its subject - the capitalist economy.”* 

In his 1933 booklet in Polish he explained this mechanism as 
follows: “An increase in investment orders calls forth an in- 
crease in the production of investment goods which is equal to 
the grpss accumulation. This in turn causes a further increase 
in investment activity . . . However, after an interval of time 
. . . has elapsed from the time when investment orders have 
exceeded the level of replacement requirements, the volume 
of capital equipment starts to increase. Initially this restrains 
the rate at wliich investment activity is increasing, and at a 
later stage causes a d(;cline in investment orders. ”f 

Later in the same essay he writes as follows, to meet possible 
doubts about his general approach: “The conclusion that the 
increase in capitalists’ consumption increases in turn their 
profits, contradicts the common conviction, that the more is 
consumed the less is saved. This approach which is correct with 
regaVd to a single capitalist, docs not apply to the capitalist class 
as a whole. If some capitalists spend money, either on invest- 
ment or consumer goods, their money passes to other capitalists 
in the form of profits. Investment or consumption of some 

• Essays i>. the Theory of Economic Fluctuations (London, 1939) p. 149. 
t Studies in the Theory of Business Cycles 1 933- 1 939 (Warsaw and Oxf(^rd, 1966) 

pp. lO-II. 
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capitalists creates profits for otlfers. C^ipitalists as a class gain 
exactly js much as they invest or consume, and if - in a closed 
system - they ceased to construct and consume they could not 
make any money at all. Thus capitalists as a whole determine 
their own profits by the extent of their investment and personal 
consumption. In a way they are ‘masters of their fate’; 
but how they ‘master’ it is determined by objective factors,^ 
so that fluctuations of profit appear after all to be unavoid- 
able.”*. 

He was later to develop in analogous terms a highly ingenious 
(if again simplified) monopoly- theory of distribution,! accord- 
ing to which the ratio of profit to wages depended on the 
‘degree of monopoly’ in the system as a whole (this determining 
the possible gross-profit mark-up on prime costs that capitalists 
could exact), and total output, employment and profit were 
efependent upon the aforementioned demand-factors. One 
thing that went , long way to achieve simplicity in this analysis 
was that he operated with an inverted-L-shaped short-period 
cost-curve. This he defended as being the most realistic in any 
situation of given technical equipment in any "firm or ii\^ustry. 
(This very treatment of under-capacity working of equipment 
as a normal situation could again be regarded as a supposition 
appropriate to an age of monopoly.) It followed that up to the 
point of full-capacity working, one was operating subject to 
constant (prime) cost; output being determined by the inter- 
section of the (negatively inclined) marginal revenue curve 
(relevant to any partial monopolist) with this horizontal cost- 
curve, and the price determined by the equivalent demand- 
price for that level of output. As an extension of this Kalecki 
developed (and quite early, in 1939) an analogous answer to 
that of Keynes concerning the effect of wage-reductions on 
employment. Since prices were determined in the mannj?r we 

* Ibid.y p. 14. 

I Of monopoly he says: “Monopoly seems to be deeply rooted in the nature of the 
capitalist system: free competition, as an assumption, may be useful in the first 
stage of certain investigations, but as a description of the normal state of capitalist 
economy it is merely a myth” {Essays in the Theory of Economic^ Fluctuation 
(London, 1939) p. 41). 
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have just described, as a* mark-up on prime costs according tej 
the size of the prevailing degree of monopoly', price? would 
always fall in the same proportion as wages.* Not only will out- 
put and employment have no tendency to increase, they may 
even possibly/^z// if the degree of monopoly rises (as he suggested 
there was a tendency for it to dodfi a slump). He held the con- 
j stancy of real-wages and of the share of wages in total output 
in the course of the trade cycle (as well as over longer periods) 
to be strong empirical support for his tlieory. 

It is clear that monopoly, and monopolistic price-policy, is a 
factor of whYch account must be taken in any explanation of 
distribution that is to fit the modern capitalist world. Some Iiavc 
found ground for criticism in the fact that Kalecki’s use of the 
notion of monopoly-power is represented as the downward 
slope of the demand-curve facing the seller (and hence of its 
derived marginal revenue curve). Admittedly, this is a con- 
siderable simplification, omitting (or else in some manner sub- 
suming) such aspects as so-called ‘monopsony’ and sheer 
bargaining-power in factor-markets, in particular the labour 
marked- On the dther hand, is it possil)le to di al with monopoly 
and monopoly-price-fixation except in terms of market- 
conditions and hence of' the state of demand? Is one not 
inevitably here within the category of ‘market price**? If so, 
it can hardly be valid ground for criticism that the matter 
should be handled in such terms. How far it can form a sufficient 
basis for a general theory of distribution and employment, as 
distinct from a particular ad hoc theory {e,g. of the realisation 

* This conclusion stood in contradiction to the classical contention {e.g. of Ricardo 

- and repealed by Marx in his well-known defence of trade-union action to 
raise wages in his Value, Price and Profu) that if wages rose profits would fall, the 
average level bf prices remaining the same. This was, of course, because they 
were assuming a commodity-money standaid, i e. a gold standard (see above, 
Chapter 3, page 76-7). In Keynesian language, it was possible in these circum- 
stances for workers by bargaining over money wages to determine, or influence, 
theii real wages. Once a commodity-money systi m is abandoned, however, the 
price-level is no longer dictated by (and pegged down to) the value of gold 
relatively to that of commodities other than gold : it is free to vary a^ording to 
a number of factors, including* monetary or cretlit ptjlicy and the pHce-poIicies 
of monopolists. When money-wages rise, monopolist firms are in a pbsition (at 
least, if demand is favourable) to pass this on in higher monopoly prices. 
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problcin and investment fluctvatipns), is another question. But 
then it. may well be that, as some have held,* no general 
determinate theory of monopoly is possible, especially of 
situations approximating to ‘oligopoly*. 

The Keynesian formulation of employment-determinants 
has sometimes provoked criticism because it is couched in 
terms of psychological ‘propensities’; this looking more tenu-o 
ous, perhaps, in the case of influences affecting entrepreneurial 
investment than in the case of personal consumption (where it 
is merely a way of seating a relationship between consumption 
and income, or its reciprocal the ‘savings gap ’j.| Certainly 
these do not afford any theory of distribution: indeed they do 
not claim to do so - unless the profit-wage ratio is supposed to 
depend upon the shape of a short-period supply-schedule (or 
cost-curve) of output (and hence on the relation between 
average and marginal cost) ; in which case it would be purely 
a short-period and not a long-period theory. It could be said 
in mitigation that this had no relevance to the immediate issue 
in hand. The notion of marginal efficiency of investment as an 
investment-determinant, related as this was to a current rate of 
investment as well as to future expectations, might suggest, 
indeed, that traditional profit theory, as a theory of stationary 
equilibrium, was not being called in question or refashioned. 
Yet this very aspect of the General Theory remains, in all 
probability, its most vulnerable point. 

II 

There was some discussion in the years following the General 
Theory as to whether the theory as there presented was truly 
dynamic or still moved within the limits of static assumptions. 
Some argued that the place accorded to expec cations in the 
determination of equilibrium took it outside the limits of the 

* Cf. Paul M. Sweezy, The Theory of Capitalist Development (New York, 1942) 
pp. 270-1 : “ No re2Lsonably general laws of monopoly price have been discovered 
because none exist . . . Monopolistic price theory rapidly turns into a catalogue 
of special cases, each with its own particular solution.” 
t Cf . : “All the important Keynesian results are derived from schedules of economic 
behaviour and not from defined relations amon^j observables” (I.awrencc R. 
Klein, The Keynesian Rr^olution, 2nd cd. (New York, 1966) p. 131). 
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latter.* Harrod, howcvbr, cohsidered this “not enough to 
make a theory dynamic’’ since dynamic theory essentially 
deals with rates of growth of output and income as unknown 
variables. I Be that as it may, discussion of the issues raised by 
the General Theory about changing output-levels soon directed 
attention towards rales of growtli and their determination, 
^their stability or instability. What undoubtedly clinched the 
matter, reinforcing tlic shift offocus,was the growing importance 
attached to tlie comparative growth-rates '^f different countries 
in the post-war period and the reasons for them. 

Already 10*1939 Harrod in what was to prove a path-breaking 
article^ advanced his Fundamental Equation of what he was 
to call ‘warranted growth ’-an equation of “extreme sim- 
plicity” (as he was later co call it) and one that was “truistic” 
in the sense of being “necessarily true” by definition of its 
terms. What was more important was that he proceeded to 
pose a number of significant questions, including the question 
of its stability or instability and of its relation to what he, by 
contrast, called the “natural rate of growth”. 

Inspired by di^icussion of trade-cycle theories, the Harrod- 
equation drew jointly upon what was coming to be called the 
‘acceleration principle’ and the Keynesian relation called the 
‘multiplier’, and was admittedly inspired by the notten first 
advanced in Vi.eynes’s Treatise on Money of 1930 that the relation 
between the amount saved out of income and the amount 
devoted' (by entrepreneurs) to investment in additions to real 
capital (both treated /.v ante, according to the terminology of 


* Professor J. R. Hicks has (Icfined dynamics as a study “where every quantity 
must be dated” {Value and Cafntal (Oxford, 1939) p. 115). If outputs and/or 
prices at future dates needed always to be postulated in order to determine 
equilibrium, it Would seem that this condition was fulfilled, 
t Roy Harrod in January 1937, reprinted m Seymour Harris (ed.), 

New Economic pp. 604-5; cf. also pp. 41 -2, 162, 238-9. Cf. also Paul Samuelson: 
a “dynamical system” is “any set of functional equations which together with 
initial conditions (in the most general sense) determine as solutions certain 
unknowns in function of lime” {Collected Economic Papers of Paul A. Samuelson, 
ed. J. E. Stiglitz (C’lanihridgc, Ma.ss.) Vol. i, p. 565). 

{ In The Economic Journal, Man h ^1939, pp. *4-33. This was reltated after the war 
in some lectures reprinted as 7 awards a Dynamic Economies (London, igafi) 
Lecture Three, pp. 63 seq. 
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tbe Stockholm School) was the pjirne cause of tendencies to 
expansion or contraction in the economy [via the effect of this 
relation upon prices and profits). The “warranted rate of 
growth” was defined as^'that rate of growth which, if it occurs, 
will leave all parties satisfied tlrtit they have produced neither 
more nor less than the right arflount”, or, in other words, “put 
them into a frame of mind which will cause them to give such 
orders as will maintain the same rate of growth”.* Its equation 
was slC\ where s represented the proportion of income 

saved, while C represented the capital-output ratio, or “the 
value of capital goods required for the prodnctic^n of a unit 
increment of output”. Tims it was “determined jcantly by the 
propensity to save and the quantity of capital required by 
technological and other considerations per unit increment of 
o,utput”.| 

What gave this notion its arresting appeal (involving some- 
thing of a revolution” as its author claimed) was the 

assertion that a growth-path defined by this equation was highly 
unstable, in the sense tliat any departure from it, on the 
contrary to being ‘self-correcting’, would setVip a cumulative 
tendency (at least within limits) to further departure in the 
same direction. “Thus in the dynamic field we have a condition 
opposite to that which holds in the static field. A departure 
from equilibrium, instead of being sc'If-righting, will be self- 
aggravating. rcpre.sents a moving equilibrium, but a highly 
unstable one.”J The simple essentials of this are easily seen if 
we conceive of C entiri‘ly in terms of working capital; which 
means that the situation can be expressed in terms of changes in 
stocks of raw materials and goods-in-process and of the reaction 
of such changes upon production. Any deviation of the actual 

The Economic Journal, March 1939, P- 

t Ibid., p. 23. If vve introduce investment and income explicitly (writing / lor 
investment, S for total saving and T for income), the above cijuation can be 
seen to be. cciuivalent to: 

r ' AT ~ rd 

which amounts to the Keynesian equality of investment and saviiig»rv post, 
t Ibid., p. 22. 
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growth-rate above Gy, will result in a depletion of stocks belov' 
normal: this will stimulate fresh orders down the line in an 
attempt to replenish stocks, which will accordingly stimulate 
further growth of output- Conversely' a deviation below G^j 
will cause stocks to be involuntJtrily accumulated above normal, 
which will tend to depress prodliction, in the following period 
owing to a decline in replacement-demand by businesses. Thus 
self-reinforcing “overproduction is a consequence of production 
below the warranted level. 

The “natur.il rate of growth” (or »was defined per contra 
as “the maximum rate of growth allowed by the increase of 
population, accumulation of capital, technological improve- 
ment”.! The crucial significance of the relationship between 
and was this: if the former exceeded the latter [e,g. 
owing to a high rate of saving), there would be a persistent 
tendency to depression with chronic unemployment. Thus a 
string was provided for the underconsumptionist’s bow and a 
vista opened of chronic stagnation as a quite possible (and 
understandable) state of the economy. Conversely, if the 
warranted stood* below the natural rate, deviations in an up- 
ward direction were likely to result in a series of inflationary 
situations and booms. At any rate, “ there is no inherent tendency 
for these rates to coincide”.! 

About the same time as Harrod’s post-war lectures (although 
subsequently to his pre-war article) Professor Domar, in the 
American Economic Review of May 1947, was expressing substan- 
tially the same relationship in what miglit look superficially a 
different form. The essence and implications of the two, at any 
rate, were closely similar; and for this reason many have come 
to speak of the Harrod-Domar formula as a conjoint product. 

♦ Ibid.j p. 24. * I Ibid., p. 30. 

{ Ibid^ p. 30. It was on this conception that Professor J. R. Hicks was to build his 
theory of the trade cycle, based on ‘explosive’ tendencies in the system towards 
expansion and contraction (depending on the value of a crucial coefficient, 
which he calls “ the Investment coefficient - the ratio of the induced investment 
to the change in output which called it forth”), contained within a ‘flcwr’ and 
the ‘ceiling’. Expansion reaching the ceiling was rctardeti; this retardation 
starting a process that carried it down into depiession. I’he (rising^ ‘floor’ 
consisted rif so-called ‘autonomous investment’ that tended to increase over 
time (The Trade Cycle (Oxford, 1950)). 
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What Domar \yas particularly •concerned to stress was what he 
called the “dual character of investment’': it both generated 
increased income {via the multiplier-effect) and on the other 
hand increased productive capacity. The former represented 
the demand-side and the latt^^r tiie supply-side (or the potential 
supply). Given the propensity to save, there was only one rate 
of growth that would be self-maintaining in the sense that the * 
new capacity brought into being was balanced by an equivalent 
growth of demand. His formula can be written as: 

A/ . - = la, 

OL 

I • 1 A/ 

or alternatively as T ~ 

where a is the propensity to save (and hence i/a the Keynesian 
‘multiplier’), a is the productivity of investment, the inverse 
of Ilarrod’s capital-output ratio; and / stands for investment. 
He adds: “It shows tliat it is not sufficient, in Keynesian terms, 
tliat sav ings of yesterday be invested to-day, or, as fe* often 
expressed, that investment offset savings. Investment of to-day 
must always exceed savings of yesterday. A mere absence of 
hoarding will not do . . . The economy must Qonlinuously 
expand. ' Again he says: “In a private capitalist-society where 
a cannot be readily changed, a higher level of incotne and 
employment at any given time can be acliieved only through 
increased investment. But investment, as an employment- 
creating instrument, is a mixed blessing because of its (T effect. 
The economy finds itself in a serious dilemma: if sufficient 
investment is not forthcoming to-day, unemploypicnt will be 
here to-day. But if cnougli is invested to-day, still more will be 
needed to-morrow ... As far as unemployment is concerned, 
investment is at the same time a cure for the disease and the 
cause of even greater ills in the future.”* 

The ideological implication of a* theory that defined an 
equilibrium growth-path only to emphasise that this was 
* Ev8cy D. Domar, Essays in the Theory qf Growth (New York, 1957) pp. 92, 101. 
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characterised by a ‘knife-edge^ instability’ is quite clear; arid 
for this reason it is scarcely surprising that many economists, 
especially American economists, were^at considerable pains to 
blunt (at least) its damaging implications. .This was achieved 
mainly by demonstrating (as y«is done by Robert Solow in 
the U.S.A. and Trevor Swan in Australia)* that the alleged 
instability was dependent upon the assumption of a constant C 
(capital-output ratio). The model could be given greater 
stability, it was argued, if a more traditional assumption were 
to be substiuued about the flexibility of technical methods (and 
hence in the value of C) in face of changes in factor-prices, in 
particular in the ratio of profit to wages. This was equiv^alent 
to reintroducing the notion of a ‘production-function’, which 
had played a crucial part in the theory of marginal productivity, 
and of which we shall say more in the next chapter. If refashioned 
in this way, Harrod’s ‘warranted rate’ would have a long-run 
tendency (at least) to converge upon his ‘natural rate’, or 
ceiling rate ; and for the system to grow thereafter at the maxi- 
mum^^possiblc ‘rate consistent with population-growth and 
technical progress. A high or low savings-ratio (Harrod’s s) 
would then make no difference to the growth-rate, paradoxical 
as this may seem at first sight: it would affect merely 4he level 
of output afid of consumption at any date, making this respec- 
tively high or low. The mechanism by which this result was 
obtained was as follows. Let us take the case where Harrod’s 
warranted rate, above his natural rate, Then the 

high level of the former, by creating labour scarcity, will raise 
wages, and higher wages will provoke a transition to more 
capital intensive techniques (and consequently a higher level 
of output per man employed). This shift in technique will 
accordingly lower by raising the C of Harrod’s formula. It is 
also possible that the income-distribution shift from profit to 

* Cf. R. Solow, ‘A Contribution to the Thepry of Economic Growth Quarterly 
Journal of Economics, Feb. 1956; T. W. Swan, ‘Economic Growth aild Capital 
Accumulation*, The Economic ^Record, Nov. 1956. Said Professor Solow: If the 
assumption of “fixed proportions ... is abandoned, the Knife-edge notion of 
unstabl«r balance seems to go with it. Indeed it is hardly surprising t|iat such a 
gross rigidity in one part of the system should entail lack of flexibility ixl another *’ 
(loc. cit,f pp. 65-6). 
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*wagcs will lower the average savings-ratio, j,* and that this 
would make a further contribution to lowering G^^,. A converse 
series of changes wou^d occur in the opposite case where 
was below mounting unemployment would lower real- 
wages, which would encoui«gc a shift to less capital-intensive 
techniques, thus lowering the C of the Harrodian formula. 

This attack on the instability-thesis turns out, however, to be 
less convincing than when first launched it appeared to be. It 
is open to a rather simple objection. The series of adaptations 
in question (shift in factor prices and the reaction.of these upon 
the techniques in operation) represents a long-period effect (or 
series of effects). For them to ensue, it would be necessary for 
actual growth to persist at the warranted rate for an appreciable 
length of time. But if the actual growth-path of the economy is 
highly unstable in the way that Harrod's argument depicts, it 
is unlikely to stav at G,^ for very long, and once it diverges from 
the latter for any reason it will move furtiier away. In the situ- 
ation where G'^^, > G^j it will be prevented from being as high 
as Gj^, for more than a very short period, and will accordingly 
have a pronounced tendency to diverge in a downward direction 
into stagnation with unemployment. Once this has occurred, 
this downward movement will have precisely the opposite 
effect to what the allegedly-stabilising mechanisn\ requires. f 

M 

* This effect was emphasised particularly in Professor Kaldor’s theory, and allowed 
for, as we shall sec, in Professor Joan Robinson's (although her emphasis was 
rather on the effect of income-distribution-shifts directly on investment), 
t CJ- Dobb ‘Modern Western Theories of Economic Growth’, Acta Oeconomica 
(Akademiai Kiado, Budapest) 1966, Tom i, Fasc. 3 -4, p. 382; also A. K. Sen, 
‘Interest, Investment and Growth’, Growth Economics, ed. Amartya Sen 
(London, 1970) pp. 227-31: “If growth theory is to have any relevance to 
policy, it cannot do without an investment function, and once this is given a 
fair play, it is easy to recognise that anything that reduces the ‘knife-edge* 
balance between and will tend to highlight the ‘knife-edge* jbalancc 
between G and Gy, . . . The difficulty is usually concealed by doing without an 
independent investment function in the growth models. It is a dodge...’* 
Sometimes the concept of *n9rmalcy* is introduced to reduce the short-run 
instability of G,y (i.e., the expectation that will continue because it has come 
to be regarded ^as ‘normal’). But Professor §en shows that this can least of all 
be assumed when Gy, is changing (as it must be doing if it is allegedly moving 
towards G„). “The absurdity of the assumption ol'G being continucusly equal to 
Gy,'* can be seen when it is realised that a necessary implication is that “a rise 
in the interest rate stimulates growth and a fall discourages it’* {ibid., p. 229). 
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In connection with Harrod’s model and its iniplications one-* 
should not omit to mention another criticism of it from a very 
different (indeed, opposite) angle: namely a little-noticed 
critique by Kalecki in The Economic Journal foi. March 1962. By 
contrast with the Solow-Swan ^:riticism tliat Harrod had 
exaggerated the instability of growth, Kalecki’s sought to show 
^that the Harrodian model was insufficiently dynamic: that the 
trend-rate of growth it appeared to yield was no more than 
ephemeral and was tending always to relapse into a static 
position of ztjro gi'owth, unless a steady sfreain of innovations 
was postulated to endow the system with buoyancy. In one 
sense this might be regarded as a pessimistic extension of 
Harrod’s ‘instability’ argument, in the shape of the contention 
that instability in a downward direction is more likely than the 
converse, and that once declining growth has started there is no., 
halting place short of zero. This emphasis is due to Kalecki’s 
view, already expounded in his earlier works, including his 
Studies in Economic Dynamics of 1943,’** of the dependence of 
investment-dccisipns on current profit, which was in turn 
dependent upon the investment undertaken [plus capitalist 
consumption) in the immediate past. Since investment had the 
result (after a certain time-lag) of expanding productive 
capacity, there would only be sufficient demand to keep this 
capacity occupied (and to enable profit on it to be realised) if 
investment continually expanded (thus keeping demand in 
step with growing productive capacity). Without the interven- 
tion of some special ‘boost’ factor, there was, accordingly, a 
chronic tendency for new investment to slacken for want of 
inducement, and once slackened to decline cumulatively to- 
wards zero. TJiereafter his cycle-mechanism of which we have 
already spoken would operate around a zero-growth trend-line. 

Said Kalecki: “The ‘Harrodian rate of growth’ is ephemeral 

♦ Cf . : “Although growth of population or incre^ing productivity arc a necessary 
condition for the long-run expansion of output if no large reserves of labour are 
available, these factors seem not to play an important role in inducing ti^e trend 
movement. It follows that growing population and increasing produc^vity of 
labour may well cause long-run unemployment without setting to wor^ forces 
which would absorb it” {Studies in Economic Dynamics (London, 1943) pp« 88-g}. 
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in the sense that any deviation from the path determined by it 
renders the system stationary - i.e. subject to cyclical fluctu- 
ations but no trend . The system cannot break the impasse 
of fluctuations around a static position unless economic growth 
is generated by the impact oPs^mi-exogenous factors such as the 
effect of innovations upon investment . . . Semi-exogenous 
factors, such as innovations, enable the capitalist system to 
break the impasse of the stationary state and to expand at a 
rate dependent on the importance of these factors.*’* 

Inspired by Harrod, but exercising a comparable degree of 
influence of its own upon subsequent discussion, was the work 
of Professor Joan Robinson in the middle- 1950s, Ttu Accumu- 
lation of Capital. Her intention also was to propound the con- 
ditions for steady growth at a constant rate (what she termed 
‘golden age’ conditions); but like Harrod she stressed the in- 
stability attend^nsf such a steady advance, and specified with 
greater particularity the various snags and obstacles which 
cause the system, operated according to what she called “the 
capitalist rules of the game”, to run downhill into depression, 
unemployment and chronic stagnation, or alternatively to 
explode into cumulative inflation. Despite this general emphasis 
however, her analysis does include one or two potential 
stabilising mechanisms that are lacking in the phre Harrod- 
model : in particular, the tendency of changes in real-wages to 
effect shifts in “the spectrum of techniques Thus if the labour- 
supply increases less fast than capital accumulates, this may 
lead to a rise in real-wages and thereby encourage a shift 
towards more labour-saving techniques; and conversely in the 
case where the labour-supply grows faster than capital accumu- 
lates. Alternatively a change in real-wages may react on the 
rate of accumulation itself: if, for example, increase in labour- 
supply outruns productive capacity, the resulting fall in money 

* * Observations on the Theory of Growth*, The Economic Joumalt March 
pp. 134, 150. Ka^ccki added this comment: “Several attempts have been iMde 
to lend stability to the ‘Harrodian* trend movement by introducing additional 
specific assumptions. These assumptions app>ear to me highly a.*tificial and 
unrealistic. In fact, they obscure the problem which was so acutely posed by 
Harrod instead of solving it” (p. 134). 
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I 

wage-rates may “make the Reproduction cost o£ capital goods* 
less than their historic cost and so induce some extra invest- 
ment*’.* But although the possibility ^of such equilibrating 
reactions is indicated, it is also shown that thqre is no necessity 
that these should be the result. Tlja actual result may vary with 
circumstances and in particular with thffe manner in which the 
*investment-plans of firms react to changes in money-wages. It 
is to be noted that in Professor Joan Robinson’s model orofits 
(and along with them r^^Z-wages) arc primarily determined by 
the rate of investment (as with Kalecki); and accordingly 
profit and real-wages cannot be affected unless the rate of 
investment is affected (or|else what is termed r^«//>r-coiisumption) . 

While this approach has clearly been influenced, as we have 
said, by Harrod, the ideas bear resemblance in a number of 
respects to those of Rosa Luxemburg. The resemblance, indeed,* 
both to Rosa Luxemburg and to Marx is more apparent in an 
article she wrote for The Economic Journal of March 1952, entitled 
‘The Model of an Expanding Economy’, than in her book of 
four years later where she refrains from mentioning either. In 
this article she wrote as follows: “The meaning of a proposition 
depends very much upon what it denies. In this respect the 
model is two sided. On the one hand, it shows that ther« is no 
inherent logical impossibility in conceiving of a capitalist 
system enjoying continuems expansion - it contradicts the view 
that there is an inescapable necessity for capitalism to run down. 
On the other hand, the model shows that certain special con- 
ditions are required for continuous expansion, and so it contra- 
dicts the view that there is, in general, an automatic tendency 
for capitalism to keep going. ”t 

* Accumulation of Capital (London, 1956) p. 197. It is pointed out, however, that 
**a downward drift in money-wages due to a long-run surplus of labour takes 
the fbrm of falls in wages during periods of buyer’s markets, not ofl'set by rises 
during seller’s markets. The impact of ?, fall in wages is therefore felt at times 
when it does least good as a stimulus to investment, and the mechanism which 
tends to adjust capacity to available labour is much weaker when the economy 
is subject to fluctuations m demand than it would be in golden-age conditions. 
This strongly reinforces the conclusion that a deficiency of demand foR labour 
relatively to supply is much less likely to be self-correcting than a deficiency of 
supply relatively to demand” (ibid., p. 197). 
t Tin Economic Journal, March 195a, pp. 42-3. 
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In the.same fine oi descent, though sui generis, was a model of 
stable growth propounded by Professor N. Kaldor in the first 
place in The Economic Journal for December 1957, later reprinted 
in that author’s I^says on Econowiic Slability and Growth of 1960 
(and subsequently brou^iit A»t in a new version some years 
later).* This model can be regarded as answering in the main a ^ 
different type of question from the other theories we have men- 
tioned. •While it emphasises convergence and stability, it is 
concerned not so mucji with stability in the rate of growth as in 
certain features of the growth-process, especially with the 
alleged stability over the long period in the capital-output 
ratio and the share of profit in national income (of which it is 
claimed that there is strong empirical evidi*nce). But in general 
implication it (alls within the category of those that reconcile 
the ‘warranted’ and the ‘natural’ rates of growth by demon- 
strating a long-' tendency for the two to converge: in this 
case by mutual interaction between the two. 

According to this theory, growth is a joint product of two 
tendencies: that oi entrepreneurs to innovate, * thereby j"^ising 
productivity, and their tendency to accumulate or invest. The 
capital-output ratio will depend upon the respective roles 
played by these two tendencies: i.e. upon the respective 
strengths of productivity-raising technical innova^tion and of 
increase of capital. If one of these two tendencies outruns the 
other, there will be forces at work serving to accelerate, or 
alternatively to retard, investment; and it is via such a ‘com- 
pensating’ mechanism that the long-term tendency towards a 
stable capital-output ratio operates. 

This is represented in a now-familiar diagram, of which the 
two axes consist of the rate of increase of capital peV worker per 

unit of time measured along the abscissa, and the 

rate of increase of output per worker per unit of time 

in consequence of improvements, this latter being measured 

♦ N. Kaldor and J. A. Mirrlces, *A New Model of Economic Growth The Review 
0/ Economic Studies, Vol. xxix. No. 3, pp. 174-99. 




236 THEORIES OF.VALUrE AND DISTRIBUTION^ 

along the ordinate of the diagram. The statte of the econ- 
omy at any one date as regards the rate of growth of out- 
put will depend primarily on the ‘technical dynamism’ of its 
entrepreneurs - their will and c^^pacity for inRovating, which is 

_L M 
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T 

The Kaldor diagram 
of the ‘ Technical 
Progress Function ’ 
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expressed in the diagram by a curve [T.,,T') termed ‘the 
technical progress function’. According as this curve is high or 
low, the growth-rate will be high or low. Investment, on the 
other hand (as represented by a movement towards the right 
on the diagram) will depend on the prevailing level of profit 
and on the prevailing relationship between business turnover, 
or output^ and the productive capacity of existing equipment. 
Thus if one of the two main tendencies outruns the other, there 
will be forces set to wprk to accelerate or to retard (as the case 
may be) the rate of investment, until the conjoint growth- 
process converges on the 45 -degree line, representing a constant 
ratio of output-growth to capital-growth, and hence a constant 
capital-outpUt ratio. 

Ldt us suppose, for example, that one happens to be in a 
position on the T...T' curve to the left of the diagram: in this 
position output will be growing relatively to existing productive 
capacity, and there will accordingly be an inducen^ent to 
increase the rate of investment, or in other words to move along 
the T, . . T' curve to the right. This inducement will be rein- 
forced by the rise of profit that results from a higher rate of 
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investment;* and the rightward movement along the T.,,T' 
*curve coiftinue until point P is reached, where the curve 
crosses the 45-degrce line throiigli the origin and the rates of 
increase of output and*of capital arc equal. A converse move- 
ment would be s©t in train if oae haj)pcned to be at any point 
to the right of -P: in this case*a movement towards a lower rate 
of investment (since productive capacity was growing faster^ 
than output), and with it a decline in profit, reinforcing the 
decline in investment. 

It may have bcci\ noticed that, unlike the Harrod-Domar 
model, this one does not really explain the growth-rate itself - 
or, in so I'ar as it may be held to do so, explains this in another 
and quite different sense, I and is not concerned with its stability 
or instability. The actual level of the T,..T' curve in the 
diagram and hence the growth-rate depends on what is termed 
fhe ''technical dynamism” of the economy - something that 
is not much fu'^^^her explained. Uhlike Harrod, Kaldor docs not 
make growth dependent on the savings-ratio: this latter affects 
primarily the level of profit (which varies inversely with savings) 
and only indirectly the rate of growth {via th*e effect of. profit 
upon investment). As he expresses it: “The prime mover in 
the process of economic growth is the readiness to absorb 
technical change cr^mbined with the willingness to invest capital 
in business ventures. Regarding the relation ^of his own 
model to that of Harrod, he has written as follows: “The 
implications of our model in terms of Mr Harrod’s terminology 
could be summed up by saying that the ^system tends towards 

Tn Kaldor’s model the share of profit in total income is a function of investment, 
given the savings-propensities out of profits; as he himself writes, “the rate of 
relurn on capital depends solely on the rate of economic growth and the division 
of capitalists’ incomes between consumption and savings and is independent of 
everything else” {Essays on Economic Stability and Growth (Londoh, i960) p. 287). 
Wages are a residual, depending on productivity (this because profits are rcQirded 
as being adjusted to d<*mand via changes in prices, with money-wages passive in 
face of such changes). 

t Thus, whereas alterual ive theories make growth dependent on what arc regarded 
as statistically measurable entities such as the volume of investment, its capital- 
intensity and the savings-ratio, this theory explains it by a vaguer and less 
tangible quality olf the system - its ‘propensity to innovate* or to enhance pro- 
ductivity by improved ftrhnique or rationalised mbthods of work. « 

J Essays on Economic Stability and Growth, p. 270. 
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an equilibrium rate of growtl/at which the ‘natural* and the 
‘warranted’ rates arc equal,' since any divergeukre bctw(‘cn th(f 
two will set up forces t(*ndiiig to eliiuinale the dilfcrence; and 
these forces act partly through an adji;,stment of the ‘natural’ 
rate and partly through an adjustment of the ‘warranted’ 
rate”.* 

In its emphasis on the ‘technical dynamism' of the entre- 
preneur, the Kaldor-theory can be observed to show^ some 
affinity witli Schumpeter (who made the capitalist etifre- 
preneur the centre-piece of development as the innovator par 
excellence). This apparently giv-es it a conservative implication 
(so far as least as entrepreneur is implicitly identified with capitalist 
firms). On the other hand, by denying any meaning to the 
traditional assumption of ‘constant technical knowledge’ in 
static theory (and hence to the notion of a ‘production func- 
tion ’), he proclaims himself an iconoclast so far as the traditional 
Marginal Productivity Theory of Distribution is concerned. In 
his later article on ‘A New Model of Economic Growth’ 
(written with J. A. Mirriecs) he writes: “The model is 
Keynesian in its mode of operation (entrepreneurial expendi- 
tures are primary; incomes, etc., arc secondary) and severely 
«4?/z-neo-classical in that technological factors (marginal produc- 
tivities or marginal suhstituticn ratios) play no role in the 
determination of wages and profits. A ‘production function’ in 
the sense of a* single-valued relationship between some measure 
of capital, the labour force and of output (all at time /) 
dearly does not exist. Everything depends on past history, on 
how the collection of equipment goods that comprise has 
been built up.”! 

A novel and intriguing theorem spawned by the literature of 
growth-models, but having an evident bearing upon concepts 
of v^alue and distribution, may be worth mention before 
abandoning our present subject. Perhaps one should speak of 

* Ihid.y p. 285. He further remarks that in his own model “the assumption of 

given saving'i propensities . . . does not define a unique warranted rate, but is con- 
sistent with any number of warranted rates, depending or^ the distribution of 

income”. 

f Review of Economic Studies^ Vol. xxix. No. 3, p. 1 80 . 
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two distinct but not unrelated thecffems. Of these the first, 
and pfrhapsMcss striking at first glance, known as the Non- 
Substitution I'hcorem, is attributable to Professor Paul 
Samuelson. This statcjithat, with one scarce factor, labour, and 
all other inputs •reproducible inputs, the optimum technique 
(or set of techniques in vatkius industries) is independent of 
demand (and hence of the comparative outputs of different 
products).* In other words, there is in these circumstances one 
most efiicient method of producing each product and a unique 
level of cost independently of the scale of output: as Professor 
Hicks has explained its implications, “ the Leontief system pro- 
duces under constant cost, even if methods are (in principle) 
variable” and “choice of method [is] independent of demand”.! 
The second theorem, christened the ‘Golden Rule’ or ‘Neo- 
Neo-Classical Theorem’, enunciated that under dynamic 
’conditions only when all profit is invested, and none devoted to 
consumption, will the set of ‘techniques be chosen which 
maximises toi ! production in the sense of permitting consump- 
tion to be at a maximum for any given growth-rate (or vice 
versa). I This theorem can be seen to derive from two postulates 
of modern growth-theory: (a) that a condition for maximum 
(balanced) growth is that the profit-rate should be equal to the 
growth-rate; (A) that total profit is equal to the sum of invest- 
ment plus capitalist consumption (from which it* follows that, 
since growth is a function of the former, the profit-rate will 
exceed the growth-rate in the degree that consumption out of 
profits is positive). Dr D. M. Nuti has^pointedly used this to 
postulate a second and “more subtle form of exploitation” 
under Capitalism: “the lower average level of consumption per 

* P. Samuelson, *A New Theorem on Nonsubstitution*, Collected Papers of Paul A. 
Samuehoriy ed. J. E. Stiglitz (Cambridge, Mass., iq66) Vol. 1, p. 520. Cf also 
R. M. Goodwin, Elementary Economics from the Higher Standpoint (Cambridge, 
1970) pp. 28, 81. As we shall sec later, the same applies to prices, sAicc the 
existence of so-called ‘constant returns to scale’ is implied in the onc-scarcc- 
factor assumption (all other inputs, since they are freely reproducible, being 
costed and priced in terms of this factor), 
t J. R. Hicks, ‘Linear Theory’, The Economic Journal^ December i960, p. 703. 

+ Joan Robinson,** A Neo-Classical Theorem’, Review of Economic Studies f Vol. xxix. 
No. 3, June 1962, pp. 210-14. Cf also Cioodwin, Elementary Economics from the 
Higher Standpoint, pp. 80-1 : “This result . . . has come to be called the Golden 
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head associated with a silb-opthnal technical choice, whenever 
consumption out of profit prevents the fulfilment of the golden * 
rule”.* 

Ill 

Treatment of innovations in the field of Welfare Economics 
(under the flag of the self-styled ‘ New Welfare Economics’) 
would hardly be justified, perhaps, by our general terms of 
reference were it not for the unusually strong ideological conno- 
tation that this ‘normative’ branch of economic theory rholds. 
These innovations are relatively remote from the theory of 
value and distribution as we have treated this hitherto; and 
although spawning an extensive literature of its own, Welfare 
Economics to-day is usually assigned (in textbooks and lecture- 
programmes) no more than a specialised sector or chapter. Yet 
the space occupied by discussion of it in modern literature is 
certainly evidence to the increasing prominence given to ‘opti-' 
mising’ conclusions in economic theory at large, and may be 
held to justify some (if only cursory) attention to it here. 

In this case the watershed between ‘old’ and ‘new’ turned 
on the so-called ‘denial of the possibility of interpersonal com- 
parisons’. Yet this was not so very novel, being an echo, 
indeed, not merely of Pareto, but also of Jevons of sixty years 
before. In the 1930s, however, such denial became the fashion 
with quite refnarkable rapidity, especially in America; and was 
sometimes justified by the desire finally to close the door upon 
nineteenth-century Utilitarianism. A not-unimportant addi- 
tional reason, possibly^ the main one, is not, however, far to 
seek: namely, that older (Pigouvian) writing about Welfare 
had derived from the ‘Law of Diminishing Utility’ the principle 
that the less unequally a given national product was distributed, 
paribus, ^the greater the resulting total sum of utility or 
welfave would be.| Such pronounced egalitarian conclusions, 

Rule because it makes consumption as great as possible subject to the growth 
rate. It is a direct consequence of von Neumann's analysis with the difference 
that, whereas he took consumption as given and maximised growth rate, here 
the growth is given and consumption is maximised.** 

• 'Capitalism, Socialism and SteadyGrowtb*,T/if£t0ne>micJ'aur7ui/^\[archig^o, p. 54. 
t This constituted the second of the two main propositions, or principles, of 
Pigouvian^ economies of welfare. The first was to the effect that th^e utility 
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constituting one of two main Tigoii\7ian propositions in The 
Economics of Welfare, were manifestly unwelcome and embar- 
rassing in certain quarters. It seemed a relief to have a system 
of welfare economics from wdiich awkw^ard questions about 
distribution could be cxcliK^d; and the ‘New’ Welfare 
Economics (priding itself on^ks rigorous positivism) proceeded 
to refashion itself in such a way as to make the intrusion of such 
questions irrelevant and unnecessary. Yet this very unwilling- 
ness, or inability, of the New Welfare Economics to pronounce 
on income-distributign, at first sight so simplifying, was to turn 
out to be its Achilles heel. 

The danger threatening this new approach was that in 
refusing to compare or aggregate individual utilities, it might 
jettison the possibility of comparing one product-total with 
another (something that was evidently required if one wished 
to talk about maximising a production-total and sought to 
propound conditions of economic ‘efficiency’ in such terms). 
It was to me<*t difficulty and to restore the distinction be- 
tween questions of distribution (wliich was jettisoned) and 
questions of production (which could be retained) th,qt Pro- 
fessor Kaldor produced his Compensation Principle. It was 
always possible, surely, to say, at any rate in principle, in the 
case of any economic change, such as the repeal of the Corn 
Laws, whether the gainers from the change could or could not 
compensate the losers from it and still be better-off than they 
were originally. If this could be done, the result of the change 
could be deemed to represent an increase in total production 
or national income, and conversely. Thus the possibility of 
compensation as defined was made to constitute the definition 
of an increase in total output, without resort to any adding-up 
of individual utilities.* Unfortunately for this as a solution of 
the theoretical difficulty (as distinct from serving as a practical 

derived from a given volume of national income would be maximised if resources 
were so distributed as to equalise the social marginal net product of resources in 
all uses. 

* All that was needed was to define compensation as leaving every individual 
among the loser^^‘on the same indifference curve’ as before the change, and the 
amount needed to do this could be calculated in terms of money nayments or 
income. 



242 THEORIES OF VALUE AND DISTRIBUTION 

test applicable no doubt in n&ny actual eases) this Compen- 
sation Principle turned out to involve certain* rathei; crucial 
contradictions.* 

Having adopted Pareto’s non-comp? r ability of individuals’ 
utilities, the new welfare economists proceeded to employ his 
notion of an optimum tliat has con\c to be known as the ‘ Pareto- 
^ optimum’. At first sight this notion has great attractions. It was 
defined as a position where, with the money income available 
to everyone taken as given, no individual could be made any 
better off without making some other individual (or individuals) 
worse off. (This was, in fact not a unique position - there was 
a multitude of such positions, one for each different distribution 
of money income.) | What better could one hope for as a 
policy-objective, definable in purely objective economic terms 
that were independent of distribution, and hence capable of 
being used as a positivist, wertfrei criterion of economic effi- 
ciency? As such it was widely,* if not quite universally, adopted 
by writers of economic textbooks. Those who still had a 
conscience about unequal distribution would take the trouble 
to point out to their readers that this was to say nothing about 
‘equity’, which was another question worth considering in its 
own terms and its own right; while at the same time they dis- 
played satisfaction at the opportunity afforded to them by this 
Paretian coheept of confining themselves qua economists to 
questions of economic efficiency pure and simple. 

This So far as it went was satisfactory enough and might have 
been above criticism ^had it not been for the trap it laid for 
those unable or unwilling to distinguish between a necessary 
condition and a sufficient condition for an optimum. As defining 
a condition (or conditions) needing to be fulfilled for any full 
optimum to be obtained {e,g. the tangency of the price-line to 
an iitdifference-curve of each and every consumer, or equality 

* Cf, N. Kaldor, ‘Welfare Propositions and Interpersonal Comparisons of Utility’, 
The Economic Journal, Sept. 1939, pp. 549-52; reprinted in his Essays on Value and 
Distribution (London, i960) pp. 143-6. ThcVroblcms involved and die subse- 
quent debate are discussed in the present writer’s Welfare Economics and the 
Economics of Socialism (Cambridge, 1969) Ghs. 5 and 6. ‘ 

t All points along Edgeworth’s ‘Contract Curve’ (po-nts of tangency of 
indifference-curves) were Pareto-optima. 
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of rales of factor-siihstitutiorf in aH lines of production) it 
evidently has an interest and importance for any optimising 
theory. But so also has some postulate about the way in which 
income is distiiljuledJ:)etw'een individuals as a necessary con- 
dition; anti in iis absence (at^ w’e hiive seen that it has been 
deliberately <"xt hided by th<i ‘new' weliare economies), these 
other, so-calb'd l^lreto-conditions are cpiite insufficient to 
characterise, a ]M)sition as o])(iniuiT!. A situation in wdiich they 
are fulfilled may well lie inferior to a number of other situations 
where they are not rullilled. All et onomists presumably recognise 
this when they arc confronted with it cxplicitly»(indccd, they 
are then apt to retort that they have known this all the time). 
Nonetheless it is a truth that is apt to be forgotten surprisingly 
of ten by many, and by no means only by lesser luminaries in the 
firmament, as two examples below will bear witness. 

• The trouble seems to start as soon as a Pareto-opunium is 
identified witli an equilibrium reached under perfect com- 
petition or fie" trading: and at once fallacy and confusion seem 
to intrude. The commonest example is reasoning of the follow- 
ing kind. If consumers are rational and can spend tlieir nioncy- 
iiK nines freely, they will severally distribute this expenditure 
between different commodities so that the ratio of the marginal 
rates of suljstitiuion (or ratio of marginal utilities) is equal to 
the ratio of their prices (this is the tangency oP price-line to 
indifl'crence-curve of which a Pareto-optimum* wdicri applied 
to the consumers’ retail market, consists). This amounts to say- 
ing that consumers in general are in a position wdierc no con- 
sumer can improve his own situation further given the prices 
confronting him and his oum money-income - which is saying 
^om^thing, but obviously not very much. It is tempting to con- 
clude from this* that, when combined with the condition that 
the price-ratio is equal also to the ratio of marginal cj^sts in 
production, the amounts of any two commodities A and B 
being produced arc such ,as to maximise social welfare. Yet it is 

* Since it means tha« eacli consumer is indilTerent whether a little more of one of 
the two eomm^clitit's, s.iv (ominodity Ay ni jmire of the other commodity /?, is 
piodiued al ihnt unne pruPy since .1 slijlhiit;sw orth of both A ajid B is of equal 
utility at the margin of expenditure. 
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fallacious to conclude thi^, sincere above-mentioned condition, 
while fulfilled for each consumer severally, canno/ be aggregated * 
Any such aggregation {e,g. into some collective indifference- 
curve) depends on the distribution of money income, in the 
sense that the marginal utility of expenditmre (or the m.u. 
of income) will differ between individuals with differences in 
their incomes, and any process of aggregation will involve 
a weighting of the various individuals according to these differ- 
ences.*** 

Yet it is precisely such a fallacy into ,which ‘new welfare 
economists’ have fallen in attempting to demonstrate the 
optimal nature of the results of perfect competition in a free 
market system. Since some may find this hard to believe, we 
may give two far-from-negligible examples. Professor R. 
Dorfman in a book on Prices and Markets has provided the 
following demonstration of the virtue of so-called consumers' 
sovereignty on a ‘free market’*: “Since all consumers purchase 
at the same (or at least similar) prices, all consumers will have 
the same marginal rate of substitution between every pair of 
commodities. Wd are, therefore, justified in saying that there 
is a community marginal rate of substitution between every 
pair of commodities, and that it is equal to the ratio of their 
price . . . [Hence] we see that in competitive equilibrium every 
productive resource is being used in such a way that if it were 
shifted to a different commodity it would not produce goods 
that consumers valued more highly than the ones it currently 
produces; every resource is being used as consumers want it to 
be. ”t The conclusion, needless to say, is a complete non sequitur.X 

♦ Or - if the logic of denial of interpersonal comparisons forbids one to speak of 
such differences - one must be altogether silent about such aggregation, 
t R. Dorfman, Prices and Markets (New Jersey, 1967) p. 91. 

J Sometimes this kind of conclusion is defended on the ground that the author is 
supposedly assuming some political mechanism, or dcus ex machinal under the 
name of 'lump-sum transfers* of money income, whereby income-distribution is 
made (and maintained in face of price-adjustments) 'ideal*; which seems to be 
equivalent to suggesting that there is some conceivable Land of Cathay in which 
competitive equilibrium could be optimal. This conjuring device is tken used 
to enable the writer in question lo conclude that there is virtue in making (if not 
an obligacon to make), e.g.y price-ratios equal to ratios of niarginal cost even in 
situations where it is patent that distribution is far from ' ideal '. 
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The^same Applies to a contention in a widely used textbook 
in the joint editing of which the same author has played a role 
(along with Professors •Samuelson and Solow).* Here reference 
is made to the double proposition to the effect that “every 
competitive equilibrium is*a Pareto optimum” and “every 
Pareto optimum is a competitive equilibrium” as constituting^ 
“the fundamental theorem” and “the backbone of welfare 
economics”; from which the conclusion is drawn that a com- 
petitive equilibrium^ is always superior to a non-competitive 
one. I This is again manifestly guilty of making the concept of 
a Pareto-optimum carry much more than, as a necessary but 
not a sufficient condition, it can logically be made to bear. 

Apart from these more general issues of welfare-optimising 
(or some would prefer to say ‘improvement’), into which 
Ideological issues necessarily and most obviously enter, explo- 
ration of this subject has also inVolved discussion of a number 
of more spc<'iri«^ questions. These have included the discussion 
of certain ‘exceptions’ to the case for (independently, 
i,e, of the question of distribution) : notably ‘the discussion of 
increasing returns industries in the 1920s, arising out of the 
well-known chapters on this subject in Pigou’s classic Economics 
of Welfare, Included also was the well-known (and more 
ideologically charged) debate of the intcr-war period about the 
possibility of economic calculation in a socialist economy, 
deriving largely from a much-quoted article and boot by the 
Austrian von Mises in the early i920i^ (who denied such a 
possibility), but conducted, so far as English-speaking <H:ono- 
mists were concerned, mainly in the 1930s. It was in the 
context of the latter that much of the subsequent discussion of 
average versus marginal cost as a basis for pricifig developed 
(or at least originated) ; and since the former discussion »)f the 
1 920s raised the role of ‘indivisibilities’ in occasioning diver- 

• 

• R. Dorfman, P. Samuelson and R. Solow, Linear Programming and Economic 
Analysis (New Yjrk, «95«)- 

t Ibid., pp. 409-12. The words used here are that this theorem “provides the 
fundamental welfare argument against monopoly, against indirect taxes and 
against tariffs’*. Cf. comment on this in the present wntcr, Welfare Economics and 
the Economics of Socialism, p. Gun. passim. 
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r 

gcnce between marginal and average cost, these two seminal 
debates can be assigned joint responsibility for a series of 
further analyses of particular cases (e.g^ transport, electricity) 
where the existence of indivisildlity entailed "special problems 
involving conflict in some (brm between ‘total benefit' and the 
;ittempt to cover total cost in the price charged. But to pursue 
such specialised excursions into the realm of applied economics 
would be inappropriate here and the temptation to do so must 
be resisted. 
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A DECADE OF HIGH CRITICISM 


I 

It is always difficult to date the birth of a particular set of ideas 
or trencf of thought, and perhaps even harder when this repre- 
sents a critical reaction against traditional doctrjinc and an 
integrated system of related concepts. Any doctrinal innovation 
has its precursors, its unknown and at the time neglected fore- 
runners, as we have seen to have been the case with the 
‘jevonian revolution’. Commonly the crucial moment in the 
theoretical process comes as a synthesis, ‘ mediation ’ or ‘ over- 
coming’ of previous, more partial criticism, or. of ‘false starts’ 
and incomplete - attempts to explore some new perspective 
and angle oi aj^proach. The real novelty may well be the 
posing of a new question, or of old questions ip. a novel way, 
quite as much as finding the convincing, answer. The (!fucial 
turning-point, however, is not difficult as a rule to identify in 
retrospect, even if at the time its significance may have passed 
unnoticed. 

Revival of interest in the classical economists of the Ricardian 
age may well have had a joint parentage in the shift of focus 
towards ‘macroscopic’ questions of which we have already 
spoken and the new light on Ricardian doC trine represented by 
Piero Sraffa’s edition of the Works and Correspondence of David 
Ricardo of the early 1950s (especially the novel interpretations 
of Ricardo’s theory of profit and of his search for arji invariable 
measure of value, modestly embodied in the editor’s General 
Introduction).* Explicit criticism of post-Jevonian and post- 
Austrian theory of distribution in terms of marginal productivity 
or derived demand began lo be heard about the same time 
{i,e. the 1950s) frpm the voice and pen of Professor Joan Robin- 
son in questioning the concept of Capital as a magnitude 

* Works and Correspondence of David Ricardo, ed. P. SrafTa, Vol. i (Cambridge, 1951) 
pp. xiii-lxii. 
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independent of the income on concrete capital-goods that thfc 
aggregate concept was used to explain. This line ol’ criticism 
culminated in her Accumulation of Capital of 1956 of whicli we 
have already spoken in the context of theories of growth, and 
in which that author abandonciOi the notion of a continuous 
‘production function' (in I'avour of that of a ‘spectrum of 
techniques’) along with capital as a magnitude.* This author 
proceeded to employ the term ‘ neo-clasbical' to refer to ortho- 
dox disti ibution-theory deriving from Jevons and the Austrians,! 
and to becUinc a leading critic of that doctrine (of which 
‘ countcr-classicar might be a description more consonant with 
our interpretation in previous chapters). It was, indeed, in 
response to this challenge that Professor James M(‘adc com- 
posed Neo-Classical Theory of Glow th in 1961. 

The true watershed in critical discussion, dividing the older 
and newer climates of opinion, was undoubtedly the appc'ai ance 
(in i960) of Piero Sraffa’s slender but classic volume called 
Production of Commodities by Means of Commodities; since not only 
did tJtis launch something of a school among ilie y(jLmgcr 
generation of economists - witli a tendenz that could be described 
as ‘back to the study of Ricardo and of Marx' - but it filso 
provoked a famous, if' recondite, discussion ol the mid-1960s, 
commonly referred to as the ‘multiple-switching ol' tetHmiques’ 

Cf. esp. Ch. 1 1, ‘Tlie Evaluation of C'apital. ’ Here it is pointed out that whereas 
III thc/:onditioris of any f^ivcn ‘golden agr’, with a given wage-rate and ratr* of 
profit, “ th« value of capital in terms of commodities has an unambiguous mean- 
ing”, “it IS by no moans obvious how storks of capital should be compared which 
belong to golden-;ige economies in which the rates of profit, or the tcchmcpies of 
production, or both, are different”. In this case “the evaluation of a stock of 
capital goods is insoluble m principle” pp. 1 14-17). Moreover, comparison 
of the productivity of different techniques or kinds of combination of capital 
goods, anrl hence an ordering of degrees of mechanisation, “has an exact mean- 
ing only for economies in a slate of zero net investment” (ibid., p. 1 19). CJ. also 
Robinson, ‘The Production Function and the Theory of Capital’, Review 
of Economic Studies, Vol. xxi. No, 2, 1953-4, PP- 8t-to6, reprinted in Collected 
Economic Papers, Vol. 2 (Oxford, i 9 f 3 o) (the production functicii “has been a 
powerful instrument of miseducation”, ibid., p. 114); and ‘Accuniulation and 
the Production Function’, The Economic Journal, Sept. 1959, pp. 433-42. 

I In the 1953-4 article the term was used apparently in a Keynesian context: 
“The neo-classical system is based on the postulate that, in the long run, the 
rate of ical wages tends to be siuli that all available labour is. employed ” 
(Collecled Ecummic Papci^, Vol. 2, p. 12b). It had also been used' some years 
belore this by other writers, e.g, Stigler cit. above p. 166. 
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^debate. The sub-title of thi» book was, significantly enough, 
‘Prelude to a Critique of Economic I'lieory. ’ One commentator 
on modern controversy about capiial theory has spoken of it as 
leading (“in spirit anyway”) the attack on the marginal theory 
and method.* Professor Meek, reviewing the book a year after 
publication, said dial it could b(* alternatively regarded “simply 
as an unorthodox tlu'orctica! model . . . designed to solve th: 
triidilional problem of value in a new way”, “as an implicit 
attack on modern marginal analysis”, or “as a sort of mag- 
nificent reliabilitatlon of the Classical (and up to a point 
Marxian) apjiroach to certain crucial problems relating to 
value and distribution ”.t 

Allusion has already been made to the problem of conceiving 
of Capital as a magnitude for purpose of the theory of marginal 
jiroductivily. No more need, perhaps, be said about it than the 
following brief extension-r:vm-recapitiilation. The notion of a 
production-function is a familiar feature of the traditional 
theory of the jauing of factors of production. This is commonly 
rcpresent('(l by a curve depicting the diverse combinations of 
factors that are available to be chosen fioju in a given “State of 
technical knowledge; each point on this curve re])rcsenting a 
gi\en technical method of production with its appropriate 
I'actor combination. One cannot, indeed, conccivcj of adding an 
additional unit of one factor to a constant quantity of another 
(or of others) without changi.-;g the proportion in wdiicji factors 
arc combined and moving from a point on one ‘isoquant’ to an 
adjacent point on another. At any poinf on the curve the ratio 
of factor-substitution (or its in'/erse, the ratio of marginal 
productix ilies) must in cumjK tithe ( qnilibrium be equal to the 
inverse of the ratio ul factor-prices, .since only then will it be 
the most profitable combination for an entrepreneur or firm to 
choose. It follows that, if relative factor-prices change, the 

most profitable, or least-cost, techniciue will change accordingly; 

• 

* G. G. Harcourt, ‘Sonic Cam'indgc Controversies on the Theory of Capital’, 
Journal of Ecannr^ic Li^eraUire, Vol. vii. No. 3, June 1969, p. 
t ‘Mr. SrafTa’s Rehabilitation of Classical Economics’, Scottish Journal of Political 
Economy, i reprinted in R. L. Xfcck, Economics and Ideolirgy and Other 

Essays (London, 19^7) p. 16 1. 
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and in any well-ordered prodnction-function, as wages rise and^ 
profits fall, technique will tend to shift in a more ‘capital- 
intensive’ direction towards a factor-combination that utilises 
more capital and less labour. 

Unless heterogeneous capital ^oods are reducible to a single 
quantity of Capital, it is hard to ^ee ho^ any meaning can be 
given to an ordered series of Capital-Labour proportions of 
this kind (or, what comes to the same thing, to the statement 
that one technical method represents a larger amount of fcapital 
per man-hour in production than anothei* method). This can 
always be done, of course, by valuing individual capital-goods 
at their current prices; but such valuation, as we have several 
times seen,* assumes a rate of profit or interest, since the 
valuation of durable plant or equipment is normally arrived at 
by capitalisation of its expected returns (or ‘yield’) at the pre- 
vailing rate of interest. One’s ordering of various technical 
methods may accordingly be affected by changes in the rate of 
interest or profit itself It was to avoid this difficulty (of which 
he was well aware) that Bohm-Bawerk introduced his ‘period 
of production’ as an entity compounded of labour and time. 
But this did not really surmount the difliculty, save in the 
straightforward case where inputs of labour were uniform 
throughout tjie period in other and more complex cases the 
ordering of different periods, we have again seen, may be 
different^ with one rate of interest from what it is with 
another. 

Defenders of the theory of marginal productivity have adopted 
various devices for giving plausibility if not reality to the notion 
of Capital as a measurable entiry. Sometimes this has taken the 
form of an ‘aj if’ assumption: the postulation of some primary 
substance as forming the subsiratum or origin of all capital 
goods. This has been variously described in terms of meccano 
sets, malleable clay, putty and the like: it has been called “the 

• Above, pages 196, 204-5 20511. 

t Cf. Bohm-Bawerk’s reference to. “methods of production wh^-c the expenditure 

in original powers is distributed equally over the whole period” <(and the 

“absolute* length” and the “average” yield the same result wheil used as 

measures) in Pontive Theory of Capital, ed. W. Smart, p. 90. 
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lyalleability assumption”.’’' ISifch •an assumption, needless to 
say, is qAite arl)itraiy, and the intention in making it is by no 
means always serious. Professor Joan Robinson has referred to 
‘ectoplasm’ in order to stress the metaphysical character of 
any such postulated substayce*f With more serious intent 
Professor Samuclsoh introduced the parable of a ‘Surrogate 
Production Function’, to which wc shall refer again later. • 
Professor Solow has sought to by-pass the difficulty by claiming 
that the main propositions of the theory can be stated in a way 
that makes them ind<?pcndent of any measuremci\t of capital. 
This took the form of defining ‘the social rate of return’ on 
investment in a socialist system in a particular wayj and 
demonstrating that this must be equal to the rate of interest. 
“An important property of the interest rate has been over- 
Iqpked: . . . however the rate of interest is actually detCi mined, 
so long as full employment and .competitive pricing prevail, 
the interest r'^te is an accurate measure of the social rate of 
return on saving. ”§ 

An obvious property of the kind of production-function, or 
factor-substitution relationship, that we have described is* that, 

E.iJ. Prot, J. E. Mra<l<*’s '‘assumption of perfect intdieability of machinery” 
(“all machines are alike (they arc simply a ton of steel)” (.-1 Neo-Classical 
Theory of Economic Crou lh (London, 1961) pp. 5-6). 
t It is not uncommon for statements in economics to have forerunners. This 
one could be regarded as a late-ccho ol Pieicy Ravenstuiic’s “it [capital] has 
none but a metaphysical existence ... it is like the subtle ether of tlic older 
philosophers ... It is not less useful to our economists than that v\as to the 
philosophers. It serves to acf ount for wiiatsocver ca»ifiot be acrouiited foi in any 
other way” {A Few Doubts as to the Correctness of some opinions generally entertamed 
on the subjects of Population and Political Economy (London. 1821) p. 293! . 

I This was the ratio of the adrlitional (future) consumption per annum resulting 
Irom the invcstinciit to the initial and onco-for-all amount of consumption fore- 
gone in order to make this investment possible; both being valifed at the set of 
priies relative to a given interest-rate (and hence simultaneously determined 
with the latter). 

§ R. Solow, ‘ Ihe Interest Rate and Transition between Techniques’, C. Feinstein 
(cd.) Socialism, Capitalism and Economic Growth (Cambridge, iqO/'' pp. 30-9. 
lo this the rejily was made th.u*to dc\ ise a delimtion and to make w'h.it is 
defined equal to something is to say nothing about how the l.itter (in this case 
the rate of interest^ is detmnuicd. CJ. A. r>hatluri*‘('>n the Signilicancc of Ketent 
Controversies on Capital Theoi\; a Marxian View', ’Die E<.onom^f Jvurrul, 
September 19C9; L. L. Pasmetti, ‘Switches ol T’lVi^aique and the “Rale of 
Return” in Capital Theory’, 7 he Economic Joumalf September 1969. 

9-a 
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I 

as the rale of interest falls* till* amount ol' c;j])ilal per mai^ 
used in production must rise: in other words, more 'capital- 
intensive’ techniques must he uniformly substituted for more 
‘labour-intensive’. If this does not happen uniformly, and 
throughout the whole range of technical choice represented by 
the substitution-curve, there is evidently s\)melliiug seriously 
wrong with the whole notion of a ‘production-function’ - and, 
again, with the notion of capital as an independent quantitative 
entity that can be substituted in defined amounts for oiIkt 
factors of jirpduction. It was precisely this' crucial properly that 
was called in tiuestion as a result of Mr Sralfa's Prodiution of 
Commodities by Means oj Commodities. Of th(' g('n(‘ral character ol' 
the system that this wcjrk constituted, and in partic ular its 
relation to the classical, wc shall have something more; to say in 
a moment. In a sense, its rigorous demonstration ol the poss*- 
bility of what came to be caljed the ‘double-switching ol' tech- 
niques’ with changes in the ratio of factor-prices, came as an 
incidental corollary of that work. But it represented, pi'rhaps, 
its most importttnt single contribution to ‘ a Critique ol Economic 
Theory’, and occasioned a debate that will one day, no doubt, 
become celebrated. 

What this possibility of ‘switching’ amounts to is that, as 
wages rise ^'iid profits fall, a certain relatively labour-intensive 
technique, /+, which is at first in use may be replaced Ijy a 
more capital-intensive one, B\ but at a still l)ightr wagr-lc\'cl 
(with a correspondingly lower profit-rate) A may once again 
come into favour as the lower-cost technique and be substitul''d 
for B accordingly. To anyone reared in the modern tradition 
the possibility of such an occurrence appears as an unbeli(“\'al)le 
paradox. A/:customed as a modern economist is to think of 
income-distribution as being derived from the price-relations 
of final products, the idea that price-relations are themselves 
relative in any large degree to income-distribution, changing 
with every change in the profit-wage ratio, is apt to sound 
strange if not alien. Yet it is precisely such a relativity of prices 
to income-distribution that this possibility of ‘switching’, 
previously unnoticed, serves to illustrate. For this reason it 
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siloiild not, pcchaps, seem so 5bs(?urc or surprising to anyone 
familiar \vith Marx (or even with Ricardo); since it amounts 
to changing relative devdatious of Marxian ‘prices of produc- 
tion’ from ‘values^’ - in particujar, the prices of inputs and of 
inputs into those outp)uts - as^wages change^ and with them the 
rate of surplus value (or* the profit- wage ratio). 

do clarify the reasons for this apparent paradox further, one * 
may represent the pi oduction-situation in this w'ay. The cost 
and final price of a commodity can be conceived as the sum- 
mation of a vertical series of stages of productiorw spread out 
baf'kwarcK in time, each consisting of a labour-input plus 
commodity-inputs (machines, raw materials, components) that 
are ])iT)dircts ol' some (‘arlier stage; each with its labour-input 
lia\ing its attached date in the vertical series. This is what Mr 
SMlfa has called ‘Reduction to Dated Labour’. Manifestly 
eviryiliing will depend, so far as the effect of changes ol interest- 
raters on pi'irr'. '< roncerned, upon the manner in which these 
labour-terms are distributed in time. Let us first take the case of 
two commodities, one with lai'gcr total labour-inputs but^ these 
bunched at receut dates, and the other with smaller total labour- 
iiifnits bunched at duiant dates. With low wages and high 
interest the first may come out cheaper despite its larger wage- 
bill. As wages rise and interest falls, the second \till at some 
St rig.* have the advantage because of its lower wage-bill: an 
ach antage that one would expect it to retain however high 
wages rose and interest fell. This is the orthodox case to which 
an ordinary production-function can be fitted. Secondly, one 
can suppose a case where one commodity has all or most of its 
labour-inputs applied at some intermediate date, the other having 
some labour at a very distant date but the bulk of4t at a quite 
recent date. It is now quite possible for the second of the pair 
to have the price-advantage at intermediate levels of interest 
and w^ages, but the first onq to be preferred (because cheaper) 
both at very liigh levels of interest (wdth low wages) and at very 
low levels ofintdi'est (with equivalently high w'ages). The reason 
is, of course, the possibility of differences in the compolinding- 
cffect of interest-rate changes on the comparative cost of inputs 
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of very distant and of intermediate dates. Sraffa’s example oi' 
this is that of wine and the old oak chest.* 

A concise way of expressing it would be to say that in this 
latter case the result depends ^on widely difjerent proportions 
of labour and other inputs at djlferent ‘layers’ in the vertical 
production-process. Mr Sralfa has ex^ilained the situation as 
follows. ‘‘The relative price-movements of two products come 
to depend, not only on the ‘proportions’ of labour to means of 
production by which they arc respectively produced, but also on 
the ‘propordons’ by which those means have theniselvcs been 
produced, and also on the ‘proportions’ by which the means of 
production of those means of production have been produced, 
and so on. The result is that the relative price of two products 
may move, with the fall in wages, in the opposite diicction to 
what we might have expected on the basis of tiicir respectivvi 
‘proportions’; besides, the pdees of their respective means of 
production may move in such a way as to reverse the order of 
the two products as to higher and lower proportions. “’I 

The relevancTe of this to the quantity-of-capital issue was 
immediately underlined: namely, its “bearing on the attempts 
that have been made to find in the ‘period of production’ an 
independent measure of the quantity of capital which could be 
used, without arguing in a circle, for the determinatiori^bf prices 
and of the sha^’cs in distribution”. The possibility of the type 
of case we have considered “seems conclusive in sliowing the 
impossibility of aggregating the ‘periods’ belonging to the 
several quantities of labour into a single magnitude which could 
be regarded as representing the quantity of capital. The reversals 
in the direction of the movement of relative prices [as wages 
change], in' the face of unchanged methods of production, can- 
not' be reconciled with any notion of capital as a measurable 
quantity indepcndenl of distribution and prices.” + 

The debate that followed this was opened by an attempt made 

from Harvard to demonstrate that it is impossible for ‘reswitch- 

• 

t SrafTa, Production of Commodities by means of Corrmodilies, p. 37* 
t Ibid., p. 15 . 

J Ibid., p. 38 . 
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ing’ to occur# in a whole ‘sySlcrfi of production’ (i.e. where n 
commodities are produced by a number of alternative methods), 
as distinct from in a sjrigle industry.* * * § This ‘impossibility’ was 
soon disproved, and shown to jnvolve a mathematical error, by 
L. Pasinetti and also by ft .Garcgnani.l In the course of his 
reply in the Qiiarterly Journal of Economics the latter generalised 
the question at issue in the following way: “Capital, to be the 
factor, the price of wliose service is the rate of interest, must be 
conceived ultimatel^y as the value, in some unit, of capital- 
goods; and the value of any capital-good, like the value of any 
other product, changes with distribution.” It follows that “the 
very possibility of ordering the techniques according to the 
proportions of capital to labour slips from our hands; that order 
may change as prices and distribution change”. Putting a finer 
Y^oint on it, he then shows that it is not even possible to claim 
when there is a switch-point between two techniques “that the 
technique ivc ;»wltrh to, as interest falls, is always the one which 
- when the capital goods of both techniques are evaluated at 
the prices of the switch point ~ shows the higher value of^capital 
per man. This claim would be groundless. As the rate of interest 
falls, the switch can be in favour of the technique requiring 
capital goods of a smaller, and not a larger value per man.”+ 
He concluded that “the consequence of admittiAg this is far- 
reaching”. From “ the rise of the proportion of capital to labour 
in the economy as interest falls, there has been deduced Memand 
functions’ for ‘capital’ [i,e, ‘saving’) and for labour . . . Hence^ 
in particular, the explanation of interest (profits) by the 
scarcity of ‘capital’ and as the reward for ‘waiting’. It is hard 
to see how this elaborate structure can stand, when its premise 
is found wanting. ”§ 

* D. Levhari, *A Nonsubstitulion Theorern and Switching of Techniques*, The 
Quarterly Journal of EconomieSy Vol. Lxxix, February 1965. 

t L. Pasinetti, ‘CJhanges in the "Rate of Profit and Switches of Techniques’, 
Quarterly Journal of Economics, Vol. lxxx, No. 4, 1966, pp. 503 seq.\ P. Garegnani, 
‘Switching of Ijechniqucs*, Quarterly Journal of Economics, Vol. Lxxx, No. 4, 
November 1966, pp. 554 seq. 

{ Garegnani, ibid., pp. 562, 564. 

§ Ibid., p. 565. Professor Garegnani had earlier taken a similar general line of 
criticism against B6hni>Bawerk, Wicksell and Walras in his ll capitate nelle teorie 
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It may well be asked whether*' this alleged difficulty in the#, 
theory of capital cannot be surmounted by Professor Paul 
Samuclson’s invention of a so-callcd ‘Surrogate Production 
Function’, since it was presumably advanced with this inten- 
tion in mind.* The answer is that this ingenious ‘parable’ only 
shows the results claimed for it on a Restrictive assumption, 
which ipso facto excludes situations where the kind of shifts in 
relative prices that create the phenomenon of ‘rcswitching’ is 
possible. It is intriguing to find, indeed, that this implicit 
assumption turns out to be precisely that whicli in Marx’s 
system renders prices of production’ equal to ‘values’ and 
suffices to preclude any divergence between the two: namely 
‘equal compositions of capital’ between industries, or uniform 
ratios of means of production to direct labour in all liiu's of 
production. It has again been demonstrated by Professon 
Garegnani, first that the curve representing all the possible 
relationships between the rate of interest and (maximum 
possible) wages for all possible techniques (called by Samuelson 
a ‘Factor-Price Frontier’) can in reality be conca\'e as well as 
convex to the origin, and in case of concavity it could not be a 
production function of the accepted type; t secondly that the 
Samuelsonian production function can exist in reality only wlu n 
all the individual frontiers, each relative to a particular tech- 
nique, are straight lines, J which implies that the proportion of 
capital-gUods to labour is the same in the relevant industries 
“so that the relative values” of the commodities in question “is 
constant as the division of the product between wages and 

della distribuzinne (Milano, 19G0). Cf. the reference to “a third revolution. , . 
initiated a few years ago by the ‘Cambridge School’” and to Garegnani’s 
demonstration of the untenability of marginal theory in Paolo Leon, Structural 
Change and GroiMh in Capitalism (Baltimoie, 19G7) pp. 4-G; “It is impossible to 
establish what is the technical marginal productivity of the aggregate factor 
capital unless it is expressed in terms of value, or at given pii(cs.” 

* P. A. Samuelson, ‘Parable and Realism in Capital Theory: the Surrogate 
Production Function’, Review of Economic Studies, Vol. xxxix, No. 3, June 1962, 
pp. 193-206; reprinted in The Collected Papers oj Paul A. Samuelson, ed. J. E. 
Stiglitz (Cambridge, Mass., 1966) V'ol. i, p. 325. 
t Since it would depict the inargnial product of capital as rhing with- a rise of 
capital pes man. 

} The convexity of the ‘envelope’ curve is implied in this stricter condition apply- 
ing to the individual curves. 
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, * * 

^»itcrost changq^’’. His coiiclufrion. is tluii ‘'Samuclson's ‘sur- 
rogate f5roduction function’ is thus nothing more than tlic 
production function whose existence in such an economy no 
critic has ever doubted?’* 

* if 

» ^ 

Apart from its special corollaries, what is particularly striking 
(some might say revolutionary) about the Srafla-system viewed 
as a wljolc i^ its rehabilitation of the Ricardo-Marx approach 
to problems of value and of distribution from the side of produc- 
tion; with the consequential result that relative prices are 
independent of the pattern of consumption and of demand. 
Tndced, it was “ignoring the influ(‘nce ol' the commodity-mix 
that consumers wish to liave” and its “neglect of the composi- 
tion of consumer demand” that piizzhd Sir Roy Ilarrod in his 
leview of the work, and which he considered unjustified. | We 
have already remarked that the f^iilure of demand to appear as 
a determinant v'as also a characteristic of the von Neumann 
model; and there was similar bewilderment at this f(‘ature of 
the model when it first appeared. The peculiarity in tliis latter 
case was commonly, if wTongly, attributed to the fact diat it 
was a growth-model and that all outputs were inputs, including 
wage-goods which were implicitly treated (as by Marx) as 

* P. Oaregnani, ‘Hrtcroqrncoiis C^apital, the Production Function and the Theory 
of Disliibiition’, 7 he RpvifW of Eronnmic Studies, Vol. xxxvii. No. July 1970, 
pp. 407 Tf</. Cf. also Joan R<ihinson and K. A. Na(|vi, ‘ riu* Uadjy Behaved 
Production FiiiictKJii Ojioiterfy Journal of Economics, \'ol. i xxxi, No. p iQhy, 
pp. 579 scq. Professor Ch C. Ilarrourt had this comment: “The neo-classif a! 
tradition, like the (lliristian, believes ih.it prof ind liuth'^ can he told by way of 
parable. The neo-classical parables arc iutcuded to ciihi^hif ri hclicvcis and non- 
believers conciTMiujT tlie forces which delerinii e the (listrihiitioii ol iiKorne be- 
tween profit-earners and wagc-earnc'rs . id the chouc of tc( hiu<|ucs of 
production associated \/ith thc-se tlevelopinenls'’. d’heii referring to the Sariuu I- 
.sonian type of parable in the light of discussion, he concludes: “ Fven as parables, 
they must be expunged from the Bible proper . . . though nO doubt they will 
•''ontinuc to be told in the commenlaries and Sundav S( hool lessons for a long 
lime to come” (loc. cit., pp. 387-B; and cf. more generally for a lucid suihmary 
and comment on the debate pp. 3B9-93). 
t The Economic Journal, December 1961, pp. 784, 785. In the following June Mr 
SrafTa had a Note in the same journal to show that the critn ism rcsteil cn a mis- 
understanding: jot in the sense that d<*mand did [day a role in the Sralfa-syslem, 
but that the allegation made by Sir Roy was mistaken, to the efitcl that a shift 
in the quantities produced would alfect prices in terms of Sratfa’.® ,ovvn theory 
(Economic Journal, June 196a, pp. 477“9)- 
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simple replacement of lahoun used-up in production# 
process (profits being wholly ploughcd-back as new investment). 
There was accordingly no capitalist consumption and no 
discriminating luxury-demand. It has been not uncommon 
since then for mathematical ^models, without these specific 
restrictions, to exhibit the same general chafacteristics of prices 
, derived directly from conditions of production and unaffected 
by the pattern of consumption. Thus a year after the appear- 
ance oi Produc lion of Commodities hy Means of Commodities a formal 
system was presented by an American economist which resulted 
in the conclusiv)Ti: “Wc arc led to conclude that price-ratios are 
determined by the technological conditions of production; in 
particular, no considerable role seems to be left for the ‘supply 
and demand’ considerations which are so central to the 
customary economic theory of price . . . We emphasise oncQ 
more . . . that, considering the almost vanishing role played by 
consumer preference in the above analysis,* we have before 
us very strong presumptive evidence against the marginal 
utility theory (or more precisely, against its special signifi- 
cance)^*’! Later on the same writer summarised “the proper 
conclusion at this point” as being “that the rate of profit p is 
not successfully determined by the Walrasian theories from 
consideration of production coefficients, utility functions and 
so forth. What our analysis shows, in fact, is that the determi- 
nation of tlie rate of profit is not purely a question of economics 
at all, but is rather a social -political question . . . Thus an 
initiiil scepticism aboub classical equilibrium analysis is justified 
. . . The Walrasian determination of this rate is questionable. 

Already in eailicr cliaptcrs,§ in connection with Dmitriev’s 
defence of Ricardo’s system, wc have referred to his demon- 
stration that profits and hence relative prices can be immedi- 
ately < determined once the real-wage and the conditions of 

* I.e. of price and profit-determination. 

t Jacob T. Schwartz, lectures on the Malhemalt(^al Method in Analytical Efionomics 
(New York, 1961) pp. 26, 34. 

J Ihid,j pp. 1 96-7. Cf. also the method and analogous results of 1 ^^ R. M. Goodwin, 
Elementary Economics from 'the Higher Standpoint (Cambridge, 1970) (and ^sp. the 
additionahChapter added to the Trench and Italian editions of ^hat wo^). 

§ Above, Chapters 4 and 7. 
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production (labour expenditures and their dating in time) are 
knowd. It was also mentioned that, while conditions of produc- 
tion can be expressed in terms of dated labour (tliercby giving 
a time-pattern to production), they can also be expressed in 
terms of simultaneous procjuclion by means of a set of input- 
output equation^, wittli labour as one of the inputs (thereby 
avoiding any problem of infinite regress). 

This in essentials can be said to be the method adopted by 
Sraffa. If in the Dmitriev-cquation* one were to substitute for 
the labour terms (die jV’s) the quantities of the w^age-good (A) 
needed in the course of producing each good, one would 
certainly have the nucleus of the Sralfa-system. I’hc price- 
equations in Chapter ii of Production of Commodities by Means of 
Commodities provide for a series of products that arc also inputs, 
some of them in the form of subsistence for workers; the price- 
equation for each product consisting of the sum of the various 
input-quantit'es multiplied by their several prices, with the 
addition ot the rate of profit times that sum. These equations 
accordingly have this form:| 

(^a/^a + + ' • • ^aPfc) = ^Pa 

[^hPa P^bPb + • • • ^bPk) ( ^ = ^Pb 

[^kPa'^ ^kPb~^ • • • ^kp!^ — ^Pk 

There arc k equations for die k products, all of which appear 
both as inputs in some or other products and as outputs; and 
the k independent equations suflice" to determine the k~i 
price-relations and the rate of profit. These products he calls 
‘basics’; and it is emphasised that only the conditions of produc- 
tion of ‘basics’ play a part in determining prices and the rate 
of profit. If there are products that do not play a productive 
role as inputs (they are called ‘non-basics’ or ‘luxuries'), then 
“ these products have no part in the determination of the system. 
Their role is purely passive. If an invention were to reduce by 
half the qua^atity of the means of production which are required 

* Above, page 1 1 7. 

t Srall'a, Production of Commodities by Means of Commodities^ p. 6. 



26 o theori?:s ok vamie and distribution 

lo produce a unit of a luxury commodity ol this type, the com- 
modity itself would be halved in price, but there would* be no 
further consequences; the price-relations of the other products 
and the rate of profit would remain unalfcctcd.”* 

In a later chapter it is explained that each of the price- 
equations of which we have been* speaking clDuld be replaced 
Ijya series of labour-terms each w'itli its appropriate date. This 
is called “Reduction to dated quantities of labour”; and the 
two formulations are essentially equivalent expressions for the 
same production-situation, looked at from'difl'erent angles or 
in different persjjectives, as it were. The reduction-equation 
for each commodity then consists of a scries of labour-terms, 
each multiplied by the wage, with the addition to this of the 
rate of profit for the period intervening between the date of 
the labour-input in question and the emergence of the final 
product. The price-equation for product A would then have 
this form: 

L„w + L„^w(i+r) + ...L„^w(i+r)«+ ... = Afi„. 

What, this amounts to is that there are two main ways in 
which prices can be derived from production-conditions: two 
ways, as we have just said, that are substantially equivalent. 
First, prices can be derived by describing production in t©rms 
of labour expenditures per unit of output, with a time-period 
attached to these expenditures. I Secondly, they can be derived 
by describing the situation in terms of total commodity-inputs 
per unit of output; in which case both the rate of profit and the 
prices arc simultaneously determined as resultants. In the first 
case the level of real-wages has to be explicitly postulated, in 
terms of cost in labour or of product, and in the second case 
this has to be "included as one of the commodity-inputs. It 
should be added that with durable fixed capital in the picture 
the first alternative cannot be used without some ex cathedra 
postulatioji of a depreciation principle, since outputs of different 

* Ibid., pp. 7-8. 

t This latter is, of course, necessary since the rate of profit is involved in price- 
determination. 
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itime-periods, dates, Tvcajoin^ptoducts of the durable equipment 
in que^ion.* 

The fact that the level of wages has to be independently 
postulated as a datum in this mode of pric('-determination 
(“regarded as consisting of^spcVifieci necessities determined by 
physiological or JociaV comliticuis which are independent of 
prices or die rate of prorus’’)t means that wc are liack at tll^5 
m(!thodolc and ap[)roacli of the (truly) classical system. No 
attempt is made to dcri\r a theory of distribution from within 
the circle of exchange; and in the abandonment of this attempt 
we witiiess a revc'rsion to the pre-jevonian order or pattern 
of determination : prices are derived from (or in part dependent 
upon) conditiojis of distribution ratlier than distribution being 
derived from the structure of prices treated as being in turn a 
resultant of chnnand. True, when handling an ecj national 
systc'in, one is dealing widi a ^:ase of' mutual detcrinination; 
but this, as w. hnve seen, does not negate or exclude direction- 
pointers to the determination in any substantial theory; and 
what is of substantial importance here is that, among the given 
conditions of the problem, or postulated data, a sociat datum is 
introducc’d from outside (or, as some might prefer to express it, 
beneath) the market process. J Thus the boundaries of economics 
as a subject are ipso facto drawn dinerently and imore widely: 
they arc drawn so as to include sociah and mvM’covcr institu- 
tional and historically-T dative, changing and changeable, 
conditions that 'were excluded from Iw'uio.nics as viewed in the 
]iost-Jevoniaii tradiiiou. 'The kh‘oh*giral inijilications of such a 
diflerenci' are evidently extensive and quite crucial; and we have 
already commented on them in an eailier chapter. 

It is in this light that we should, I believe, view an aspect of 

It is for this reason - that he needs in the case of fixed ( apiial to dciluce b t onse- 
qucntial d<*prcriaiion principle for the sysloni of d(‘icrniiii.itiii.i to be complete - 
that Mr Sraffa adopts the former of the two ways of derivin'^ prices. Without 
fixed capital {i.e. in the pure '\vorking capital’ case) the U-vo methods can be 
used indiffiTcntly and can be used as equivalent altcrii.uives. 
t Ibid., p. 33 - • • ^ 

J Cf. ibid.: “The rate of profit, as a ratio, has a significant e which is independent 
of any prices, and can well be ‘given’ before price ire fixed. It is accordingly 
susceptible of being determined from outside the system of production ...” 
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SrafTa’s system - or perhaps slioiild say ofjiis mode of 
exposition of it - tluit some readers aj)pear to find puzzling. 
Initially labour is treated on a par with material inputs, valued 
qua input at a subsistence wage, ‘'on thV: same footing as the 
fuel for engines or feed for caul^’^^ Surplus then has the same 
significance as Marx's surplus-valiie or Bdcardian net revenue. 
Afterwards, to allow for the possibility that wag(‘s “may 
include a share of the surplus product”, he adopts the device 
of “treating the whole wage as variable”, excludihg it* from 
among the inputs and treating wage-gor^ds consequentially not 
as ‘basics' but as ' non-basic^'. Net income then conforms to 
the conventional definition of national income as including 
both wages and profits. I he wage, however, is still explicitly 
stated in the equations of pricc-d(‘terminati()n, being introduced 
there along with the quantities of labour used in the various^ 
industries (instead of appearing in the guise of inputs of neces- 
sary subsistence). Actually this change is made for reasons of 
formal convenience, as making it easier to define maximum 
profit for purpose of the Standard Commodity and demon- 
strating the effect of a changing wage-f)rofit ratio upon relative 
prices; and nothing in princi])le is involved in the change. (As 
he himself says, translation of things into “the more appropri- 
ate, if unconventional, interpretation of the w^age” can t^asily 
be made at the. cost of .some additional circumlocution.) But it 
could be Regarded as a device for handling situations in w^liich 
collective bargaining had grown to be a significant influence in 
the labour market and trade unions were able to encroach 
upon surplus-value in the interest of higher wages. If one were 
to seek a Marxian analogy, it might be this. Marx's concept of 
the value of labour-power could be regarded as being within 
the context of ‘pure’ Capitalism, with labour-power sold 
competitively by individual bidding. Collective bargaining, as 
soon as it developed, introduced a new element into tie situ- 
ation; and as a result the price of labour-power need no longer 
correspond with its val^ie but could rise at the expe^ise ofsurplus- 
value. For, theoretical purposes one wall now have to adc^t as 
datum the degree and market-influence of labour-organisation, 
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since this determines now inuctt oi.wiiat in the ‘pure’ case was 
surplus-yalue is now included in the wage.* 

A central place is occupied in the Srafl'a system by a concept 
that is devised to solve vfhat we have seen to have l)een a crucial 
(and unsolved) problem for Ritardo: that of finding an ‘in- 
variable standard ’,Dr mgasure*of value, which will be invariable 
to changes in the ratio of profit to wages. Ricardo sought this 
in Labour as his Absolute Value; but found that there were 
dilTicultfes irf using this simpliste, to the extent that the propor- 
tions of capital (Marx’s ‘organic composition of capital’) 
diflercd as between industries. SrafTa’s unicpic contribution has 
l)cen to solve this problem by means of his so-called ‘Standard 
Commodity’;']* namely by selecting (hypothetically) a com- 
modity, or set of commodities, that have the required properties, 
so that if this were to be selected as money, or as nwvfraire, 
measurement in terms of it would be invariant to distribution- 
shifts in two crucial respects. First, if wag(\s are defined in terms 
of it, there is a linear relationship between chang('s in wages 
and resulting (and inverse) changes in profit. This is, indeed, 
the case whether profit is expressed in terms of the standard 
system or alternath ely in terms of the actual system. Secondly, 
and consequentially, “the ratio of the net product to the means 
of production would remain the same whatever variations 
occurred in the di\ ision of the net product bctwef;n wages and 
profits 

In loose and popular language this standard measure consists 
of a commodity produced under some Ivind ol' average-type 
conditions of production. But what kitid of average? On close 
inspection definition of such a type is less simple than at first 
might appear for reasons with which practitioners of input- 
output analysis are familiar. If one were to look for an actual 
individual commodity, the qualities it would need to possess 

for the purpose are explained as follows; 

• 

♦ See below Note to Section ii of Chapter 9. 

j- It may be noted tjjat this is described as “a purely auxiliary construction “ It 
should therefore be possible to present the essential elements of the mechanism 
under consideration without having recourse to it.” ( p. 31.) 

} Ibid.^ p. 21. 
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I'he key to the movement oi relative prices consequent 
upon a chang(‘ in the wage lies in the inequality of» 
proportions i.i w hicli labour and means of production are 
employed in the varicais industries/It is clear that if the 
proportion w’erc the same ih all industries no price-changes 
could ensue, however great v*vas tliQ diversity of the 
commodity-composilion i)f the means of production in 
diderent industric's. For in each industry an equal 
deduction from the \\ages would yield just as mucli as was 
required for i>awng lIi - profits 011 its means of production 
at a iiiiiloim rate \‘.ithout need to disturb the existing 
prices.* 

What one accordingly needs to look for is a “critical propor- 
tioir* of labour to means of production, such tliat, // it were 
possible to find a commodity that was produced with tnis 
pro])ortion, its price would be invariant to a change in wages, 
since any wage-diange yielded just that addition to, or sub- 
traction from, profit as was needed to yield the new uniform 
rate ^.qf profit. This ‘critical proportion’, be it noted, wquid 
need to apply to each ‘layer’ in its vertical cliain ot‘ production: 
to the production of the means of production themselves and to 
that of the means of production in turn used to produce the 
former, and so on. 

Definition of this orucial proportion is then reduced to two 
alternative “ ‘pure’ ratios betw^cen homogeneous quantities . . . 
namely the quantity-ratio of direct to indirect labour employed, 
and the value-ratio of net product to means of production”. 
A standard “composite commodity” is then defined as a set so 
chosen from existing ones that “the various commodities are 
represented among its aggregate means of production vi the 
samj propot Hons as they arc among its products” ; or alternatively 
a set of commodities arranged “in such proportions that the 
commodity composition of the aggregate means of production 
and that of the aggregate product are identical ”.*(* Reflection 
should make clear that the ratio of net product, or. surplus, to 


Ibid.y pp. 12-13. 


t Ibid,y pp. 16-17, 26. 
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^eans'of production, or inputs, , of this system has a unique 
meaning - a meaning capable of expression in product-terms 
as much as in Ricardo’s simple product-casc of Corn as both 
input and output. 

The relation between tliis aild Ricardo’s ‘Absolute Value’* 
is then most ingeniously shoWn by taking a quantity of labour 
as an alternative but equivalent standard. “A more tangible 
measure for prices of commodities ... is ‘ the quantity of 
labour ‘that'^can be purchased by the Standard net product’.” 
This quantity is given “as soon as we have fixed the rate of 
profits, and without need of knowing the prices of commodities, 
a parity is established between the Standard net product and 
a quantity of labour which depends only on the rate of profits; 
and the resulting prices of commodities indifferently regarded 
as being expressed cither in the Standard net product or in the 
quantity of labour which at the given level of the rate of profits 
is known to be equivalent to it^. As wages change, and with 
them (inversely) profits, this quantity of labour serving as 
standard likewise changes. The conclusion is that “all the 
properties of ‘an invariable standard of value’ . . . are found in 
a variable quantity of labour, which, however, varies according 
to a simple rule which is independent of prLes”. Tliis quantity 
of labour serving as a unit of measurement “increases in 
magnitude with the fall of the wage, that is to say with the rise 
of the rate of profits, so that, from being equal to the annual 
labour of the system when the rate of profit is zero, it increases 
without limit as the rate of profit approaches its maximum 
value ”.t 

Thus what was conceived to be a central problem of classical 
political economy in Ricardo’s day has been solved a century 
and a half later. In the absence of a solution there could be no 
way of distinguishing in the case “of any particular ^rice 

• But also, and curiously, with Malthus’s measure, ‘ Labour commanded *. 
t lbid,y p. 32. The quantity of labour in question varies as the equation 

i - 

w R' — r" 

where R' is the maximum possible rate of profit (when the v\age is zerj) and r the 
actual rate. 
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fluctuation whether it arises from the peculiarities of tht com-^ 
modity which is being measured or from those of the measuring 
standard”.* But there is a reflection occasioned by this signal 
achievement that may appear to many '<£& of even more general 
interest than the details of the solution itself. This is that for so 
long this problem should have bedn entirely misconceived, even 
^o the extent of denying its existence as a real problem, and the 
reason for this misconception and neglect. The reason evidently 
was the same as for blindness to the possibility of ‘reswitching’ 
of productive methods: the inability of post-Ricardian econo- 
mists to appp ciate the dependence of the price-structure on 
distribution, in their preoccupation (at any rate since Jevons 
and the Austrians) with the converse dependence of distribution 
upon a demand-determined price-structure. In this we seem 
to have yet further illustration (if it be needed) of the bias 
imparted to thought by the given conceptual framework of one’s 
subject, whether this is inherited or acquired - a framework or 
‘picture’ which at the outset we suggested was ideologically 
permeated if not jDrompted and inspired. 

Whafr the sequel to all this will be it is too early to say with 
any assurance ; and to remain silent is better than to indulge in 
speculation that is lacking in sure foundation. But whatever 
the future course of discussion and analysis, little but clarifi- 
cation can result from the animated critique of the past decade, 
whether its main significance is destined to be primarily 
negation and overcoming or mediation and transcendence in 
some novel synthesis. Whatever the particular outcome, one 
can say that the discussion of the 1960s was manifestly a 
turning-point. If only because what had been widely accepted 
as an orthodoxy of the textbooks has been shaken, and an 
older, discarded tradition revived, nothing can ever be quite 
the siime again as it was before. 

♦ Jbid., p. 18. 
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n6tE to §II OF CHAPTER NINE 

Some reference should perhaps be made in conclusion 
(virtually as a footnote to what has been said) to 
something that fnay well hav^ sprung to mind in the 
course of reading the previous section. Some may deem it 
sufficient to say simply that a postulate as to the level of 
real wages (or alternatively the ratio of surplus to wages) is 
introduced ‘from outside’ as a sociological datum 
(dependent, e.g, on* the state of class relations existing at 
a given time and place). Others, however, may feel some 
impatience with this, even to the point of regarding it as 
question-begging, and may sense a need to ‘ close the 
model’ by introducing some more explicit explanation of 
the forces that determine the division of the total product 
between profit (or property-income) and wages. While it 
may have been legitimate at an* early stage of capitalism to 
accept that A'agcs were governed competitively by 
something akin to Marx’s ‘value of labour-power’, and 
surplus accordingly treated as a residual, does not such*an 
approach (which certainly had the merit of including 
labour-power, and hence wages, within the circle of value- 
relations) lose its relevance as soon as capitalism develops 
beyond its earlier competitive stage ? Does it not lose both 
relevance and plausibility in a stage of monopoly-capitalism, 
with monopolistic (or oligopolistic) firms endowed with 
the power to pass on a wage-rise into p.^iccs and to enforce 
something like a minimum profit-margin or surplus-ratio? 
Some might feel inclined to maintain that in such 
circumstances real wages arc determined as the residual 
rather than profits. 

A complaint of this kind would seem to have inspired fc 
recent statement by Dr Nuti about “the relation between 
the real wage rate and the profit rate uncovered by Sraffa 
and before him by the Russian economist Dmitriev”. 

This, he observes, “provides scope for the concept of class 
struggle in the determination of relative shares”. But he 


10-2 
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, c 

goes on to say: “unfortunately, however, there is no simplj 
way of closing his system, i.e, of determining which‘*point 
of the wagC”profit relation is actually reached and how in 
any economy”; and this for two reasons. First, “the real 
wage-rate cannot be taken is exogenously determined as in 
the classical thought, fixed at‘ a subfistenfce level in 
conditions of elastic labour supply”. Secondly, “it cannot 
be determined directly by the class struggle . . . because 
after Keynes we have to recognise that wage bargaining 
determines money wages, while the real* wage rate is 
determined by the behaviour of the price-level”.* This latter 
is a cogent objection, and, in conjunction with the former, 
might incline one to think that under modern capitalism, 
with its high degree of concentration and monopoly, one 
may well need to look, in explaining distribution, towards, 
factors that set a minimum to profit, rather than as 
formerly a minimum to wages. Otherwise (it may well 
be asked) do not critics of the orthodox theory of distribution 
place themselves in as vulnerable a position as those they 
critifcise and seek to dethrone? 

We have seen that Kalccki provided an explanation of 
distribution of this very type, and with the situation of 
modern (;apitalism evidently in mind. According te this 
the share of profits in (gross) output was determined by 
the d^'gree of monopoly, which gave the firm or 
entrepreneur the power to exact a mark-up on prime cost by 
price-raising. I Whatever the level of money-wages, the 
ratio of prices to it (and hence the real- wage and profit- 
margin) will be dependent upon the price-raising power 
with whiqh firms are endowed - something that varies 
in inverse relation to the amount of effective competition. 
By such means, it would seem, capitalism has acquired 

D. M. Niiti, ‘ Vulgar Economy in the 'Fheory of Income Distribution*, Science and 
Society (New York) Vol. xxxv. No. i, Spring 1971, p. 32 (being a paper pre- 
sented to the first Conference of Socialist Economists in London injanuary 1970). 

{■ If one could imagine ail firms Vertically integrated so as to*^^include -^the produc- 
tion of all non-labour inputs, this would be equivalent to a mark-up on wage- 
cost. In so far as firms also possess a degree of monopoly in the labour market as 
buyers, they arc able to exert a downward pressure on money-w^iges : to this 
extent the marl^ up is not wholly accounted for by price-raising. 
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the power to* negate the growing innucncc of trade 
unionism over money-wages, and the ability to tolerate 
conditions in which tJie industrial reserve army can no 
longer play its former ‘stabilising’ role. 

There are somjs formal difficulties about this theory as to 
how the degree of monopoly is to be appropriately defined. 
Kalccki himself interpreted this in terms of the inelasticity 
of th» demand curve (and hence the ratio of average 
demand-price to niarginal revenue and to marginal and 
average cost). But how is this to be transferred ft'om the 
level of a particular product to the macroscopic level of 
the economy as a whole; and what real content does the 
notion have if the transfer can be satisfactorily achieved ?* 

A more substantial difficulty is that by implication the 
mark-up would be zero under conditions of perfect 
competition. If surplus-value h^solely the creation of 
monopoly, iij 1 inergc'nce under the ‘normal’ competitive 
conditions envisaged by the classical economists and by 
Marx would seem to be denied. This objcctfon would pot 
be a serious one if the theory were clearly labelled as one 
appropriate to monopoly capitalism per se\ an alternative 
explanation of surplus-value being admittedly appropriate 
to an earlier, competitive stage of the system, in *conditions 
of a reserve of labour and clastic labour supply. | 

Alternatively, and with a somewhat different empKasis, 
one might say that, while the classical Marxian explanation 
for the emergence of surplus-value continues to apply to 
modern capitalism, as to its earlier stage, the influence of 
monopoly enters in as an additive element in the stage of 

• Kalccki suggested that this could simply be done by raking a weighted average 
of the gross margins established in the several industries (by the inelasticfty of 
their various demand-curves and by the state of oligopoly in them), “using as 
weights the respective value of sales” {Studies in Economic Dynamics (London, 
1943) p. ii). A difficulty here is that when oligopoly is introduced, one has to 
dead with what has been called an 'imagined demand-curve’. 

t Prof. Kalecki’s owfi answer to this kind of objetiion was that ‘perfect competi- 
tion* constitutes “a most unrealistic assumption not only for the pre^nt phase 
of capitalism but even for the so called competitive capitalist economy of past 
centuries: surely this competition was always very imperfect. Perfect competition 
when its actual status as a handy model is forgotten becomes a^angcrous myth ** 
{^elected Essays on the Dynamics of the Capitalist Economy (Cambridge, 1971) p. 158). 
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monopoly capitalism - an influence reminiscrent of forms 
of exploitation characteristic of pre-capitalist stages of 
development. 

An analogous difficulty applies to the post-Keynesian 
theory, according to which the share of profit in national 
income is dependent on the growth-rate of the economy 
together with the saving (or alternatively spending) 
propensity of capitalists. The implication of thi,s wo]ild 
seem to be that in static conditions with zero-capital 
accumulation (Marx’s ‘simple reproduction’) profits could 
be zero. This, however, could only be the case if capitalists 
persistently refused not only to invest but also to spend 
their (potential) incomes: surplus- value would then fail to 
accrue simply because it could not be ‘realised’, even 
though conditions favourable to its ‘creation’ were in ‘ 
existence. Since there mus»t necessarily be an equality 
between aggregate capitalist spending (including invest- 
ment) and total output less what is sold to wage-earners, it 
follows that t?otal realised surplus must vary with the size of 
capitalist expenditure (including investment). This 
equality-condition, however, could only become a sufficient 
theory of profit if (say) investment were singled out as the 
independent variable : then it would appear to follow that 
amount of profit or, surplus is consequent on investment, and 
dcteVmincd by the size of the latter. But while this might 
well be a plausibly view in a planned socialist economy, 
where growth, and hence investment, is postulated as a key 
policy-clement in the plan, it is plainly inappropriate to an 
unplanned atomistic market economy. In the latter invest- 
ment as much as individual capitalist spending is a variable 
tjiat has to be explained in terms of the total situation, and 
is affected by expectations of future capitalist income, which is 
in turn related to what has come to be regarded as ‘normal’ 
income on the basis of past income-experience. The equality- 
condition in question, ’accordingly, cannot lie treaied as a 
substuute for a theory of profit and distribution in socio- 
economic terms (explaining, e.g., the rate of surplus-value, 
or profit- wugc ratio, which is otherwise left unexplained). 
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Yet ano1?her plausible liypolhcsis is that a minimum rate 
of profit is somehow fixed by some kind of quasi-political 
or institutional decision-mechanism. This is a plausible 
interpretation^ perhaps, of tentative hint given by Mr 
Sraffa when he^ suggests fivit in his system the rate of 
profit, rather than tfie real-wage, could be postulated as 
the independent variable: the former is “susceptible of 
being determined from outside the system of' production, 
in particular by tjie level of the money rates of interest 
The latter would presumably be fixed, in the main, by 
the Central Bank, whether acting on its own initiative or 
as an instrument of governmental monetary policy. If 
one is inclined to view State policy as an instrument or 
reflection of class interest, or of powerful pressure-groups 
within the ruling class, one will tend to regard monetary 
policy as a way of enforcing (more or less consciously ),‘f 
on behalf O'.' < apital-owners as a whole, such a profit-share 
in the proceeds of production as existing circumstances 
permit. True, they may at times decide io^lower . • 
interest-rates in pursuit of a ‘cheap money policy’, as in 
time of war or of economic depression, or under the 
influence of international economic relations. J (At times 
of excess capacity, for example, it may well be*in the 
collective interest of profit-receivers to lower interest and 
profit-rates if thereby investment-expenditure and Hence 
capacity- working can be augmented.^ But the very fact 
that the idea of a ‘ normal ’ long-term rate is so stubbornly 
long-lived, apparently, even in disturbed times, lends support 
to the notion that the conventional upshot of banking policy 
is to set a substantial minimum to the profit share.§ 

Finally, before leaving such questions mention should no 
doubt be made of a difficulty that some feel about 
postulating real wages as an independent variable if this 

* Sraffa, Production of Commodities by Means of CemmoditieSy p. 33. 

•f To some extent, perhaps, u/iconsciously and influenced by what ^as become 
traditional. 

{ E.g.y excessive accumulation of reserves of gold or of foreign currencies. 

§ As does also the apparent constancy of the share of profit in total income, on 
^ which Kalecki especially laid stress in expounding his mondpoly-theory. 
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is done (as by Marx) in value ‘terms {i.e. of labour) or in 
terms of Sraffa’s Standard Commodity. In the former case 
objection is made that wage-goods are^ not, in fact, bought 
by workers at their values buj at their pric(;s of 
production;* in the latter case jfe is objected that the 
actual consumption of workers will pfobably not consist of 
the Standard Commodity but of a quite different assortment 
of goods. In either case substantial content is lost^from 
the postulate. This difficulty, however, would seem to be 
more apparent than real provided one is willing to accept 
the notion ol a given standard of li\ ing as consisting of 
a variety of assortments of wage goods that are considered 
as equivalent by a typical worker’s household, and to 
interpret ‘a given level of real wages’ in this sense. Then a 
definition in terms of one member of an equivalent set 
(whether in terms of labour .necessary to produce it or of 
Standard Commodity) will retain its meaning when translated 
into another member of the same set of equivalents. 

One can only conclude, at the time of writing, that 
such alternative explanations of distribution in our 
twentieth-century world are sub judice in current economic 
discussion, and that discussion (or even elaboration) of 
them has proceeded insufficiently far as yet to makeTinal 
judgement possible, still less to speak of a consensus. 
Unsatisfactory this may be as a concluding note; 
nonetheless it would appear unavoidable. At least it may 
be an indication that political economy is not a closed text 
and that it remains open to the creative moulding of 
controversy with which its past is so richly endowed. 

Indeed, thi.^ is probably more true to-day than it was 
half a century ago when Keynes could write of “ the general 
principles of thought which economists now apply to economic 
problems ” as though these were an agreed corpus of theory .f 

* Cf. Arghiri Emmanuel, Unequal Exchange^ trans. from the French by Brian 
Pearce (London, 197a) App. v,‘esp. pp. 397, 407. 

t In his Eijitor’s Introduction to the early works in the Cambridge Economic 
Handbook Series - although he was to add that “even on matters oiT principle 
there is not yet complete unanimity of opinion 
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